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Members of the Fifty-seventh Legislature 
Members of the Legislative Finance Committee 


In accordance with the provisions of Section 5-12-302, | submit the Legislative Fiscal Report for the 
2003 Biennium. The report provides an overview and details of the 2003 Biennium budget for the State 
of Montana adopted by the 57” Legislature. 


This four-volume report includes: 


e Volume 1: Statewide Perspectives — This volume provides a general summary of the 2003 

- Biennium state budget as well as significant fiscal policy addressed by the 2001 legislature. It 
also contains a general reference section. 

e Volume 2: Revenue Estimates — This volume provides the revenue estimates and underlying 
economic assumptions adopted by the 57 Legislature. 

e Volumes 3 and 4: Agency Budgets — These volumes provide a detailed report of the 
appropriations for each agency and program contained in the general appropriations act (House 
Bill 2) and in other legislation. 


These volumes are intended as a reference document and historical archive of legislative budget action 
for the use of legislators, the public, and state agencies. 


Respectfully submitted, 


(Pet. 
Cl Schenck 


Legislative Fiscal Analyst 
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HOW TO USE THIS REPORT 


The Legislative Fiscal Report, 2003 Biennium is published in four volumes. The report was designed to 
report to the 2001 legislature and all interested parties on the fiscal actions of the 2001 legislature 
(including both legislation passed and stated legislative intent related to fiscal issues) and the fiscal 
status of state government through the 2003 biennium. It accomplishes its purpose by: 1) reporting on 
appropriations to and revenues of state government as determined by the legislature; and 2) discussing 
other fiscal issues pertaining to the state’s fiscal status. 


Volume 1 
Volume 1, which includes a legislative summary, provides a “broad brush” overview and summarizes 
significant fiscal actions that impact more than one agency or that did not fall under the jurisdiction of a 
single appropriation subcommittee. 


This volume contains these major sections: 
e 2001 Biennium Budget Overview — an executive summary 
e Legislative Budget Summary 
e Budget Comparisons 
e Other Budget or Fiscal Actions 
e 2005 Biennium Outlook 
e General Reference 


Explore these sections for a summary of legislative actions. The “2001 Biennium Budget Overview” 
section on pages 1 through 18 provides a high level summary of the material presented in Legislative 
Fiscal Report. 


An index in the back of Volume 7 is the most comprehensive for the purpose of searching for 
information in all four volumes. 


Volume 2 
Volume 2 includes a summary and overview of the state’s major revenue sources, including the general 
fund. It delineates the economic assumptions used to derive revenue estimates as adopted by the 
legislature in House Joint Resolution 2. 


Volumes 3 and 4 
Volumes 3 and 4 offer detailed discussions of the appropriations established by the legislature for each 
agency and program in state government that receives an appropriation in HB 2. Agency presentations 
are grouped in sections corresponding to the appropriations subcommittee addressing the agency. 


VOLUME 3: 


e House Bill 2 (the general appropriations act) 
e A-—General Government and Transportation 
e B- Health and Human Services 


VOLUME 4: 


e C- Natural Resources and Commerce 
e D-Corrections and Public Safety 

e E- Education 

e F—Long-range Planning 


A specific agency can be located in any of three ways. The general index included in each volume 
provides an alphabetical listing of agencies and other topics, in conjunction with appropriate volume 
and page numbers. If the subcommittee addressing a given agency is known, the cover page of each 
section lists agencies, in order by appearance. Agency names are also visible on page headings within 
sections. 


Volumes 3 and 4 briefly describe the agencies from all three branches of state government, as well as 
each program within an agency. The basic structure used for the report is consistent across agencies. 
These volumes detail an agency’s appropriations, both in tables and narrative. These volumes present 
detailed discussions of present law adjustments, new proposals, new legislation, and significant fiscal 
issues by agency as identified by fiscal staff. 


Agency budgets are presented in three tiers as required by statute: 
Base budget: the level of funding authorized by the previous legislation; 


2. Present law base: the additional level of funding authorized under present law to maintain 
operations and services at the level established by the previous legislature; and 

3. New proposals: appropriations to provide new non-mandated services, to change program 
services, to eliminate existing services, or to change sources of funding. 


By making this presentation in this tiered manner, the reader is able to see how the budget evolved 
from the base budget to the total amount appropriated, and the incremental increases or decreases that 
make up the total budget. 


Proprietary Rate Setting 
The 1995 legislature, in HB 576, removed the requirement that proprietary — or internal service and 
enterprise — funds be appropriated by the legislature. Instead, as provided in Section 17-8-101, MCA, 
the legislature approves the rates charged for those particular services and products. It also requires 
the Office of Budget and Program Planning to submit a report as part of the Executive Budget. The 
proprietary rates that the legislature approved can be found in Section R of HB 2 (located at the 
beginning of Volume 3). There are also brief discussions of the rates in the relevant agency sections. 


LFD STAFF ASSIGNMENTS 


State Capitol, First Floor, East Wing 
(with phone extensions and office numbers) 


General Government & Transportation Education (cont.) 

Greg Dewitt (444- 5392, Office #119) Pam Joehler (444- 5386, Room 131) 
Secretary of State Commissioner of Higher Education/Board of 
Transportation Regents 
Revenue Community Colleges 
Administration Six University Units and College of Tech. 
Appellate Defender Commission Agricultural Experiment Station 

Dave Brown (444- 5834, Office #110A) Sea ce 


Forestry & Conservation Experiment Station 
Bureau of Mines & Geology 
Fire Services Training School 


Legislative Branch 
Consumer Counsel 


Judiciary 
Mt. Chiropractic Legal Panel Jim Standaert (444- 5389, Office #113) 
Governor’s Office Office of Public Instruction 


Commissioner of Political Practices 


State Auditor’s Office Long Range Planning 


Vacant (444- 2986, Office #110A) 


Health & Human Services Jon Moe (444- 4581, Office #132) 
Lois Steinbeck (444- 5391, Office #118) Long-Range Building 
Pat Gervais (444- 1795, Office #130) IT bonding and general 


Oil Overcharge 

State Building Energy Conservation 
RIT interest grant and loan 
Treasure State Endowment 


Natural Resources & Commerce 
Gary Hamel (444- 5347, Office #110A) 
Fish, Wildlife & Parks 
Environmental Quality 
Natural Resources & Conservation Revenue Estimating/Monitoring/Tax Policy 
Todd Younkin (444- 2722, Office #110A) Terry Johnson (444- 2952, Office #115) 
Milectock Jim Standaert (444- 5389, Office #113) 
Agriculture Roger Lloyd (444- 5385, Office #120) 


Commerce Public School Funding 


Corrections & Public Safety Jim Standaert (444- 5389, Office #113) 


Lorene Thorson (444- 5387, Office #117) Information Technology 
Board of Crime Control Mike Allen (444- 4101, Office #110A) 
Justice 
. Support Staff 
Public Service Regulation ’ ; 
eohettions Cindy Campbell (444- 2986, Office #110A) 


Diane McDuffie (444- 2986, Office #110A) 


Fiscal Specialist 
Jon Moe (444- 4581, Office #132) 


Principal Fiscal Analysts 


Todd Younkin (444- 2722, Office #110A) 
Military Affairs 
Labor & Industry 


Education 
Dave Brown (444- 5834, Office #110A) Terry Johnson (444- 2952, Office #115) — Revenue 
School for the Deaf and Blind Taryn Purdy (444- 5383, Office #114) - Budget 


Board of Public Education ; ; ; : 
eriad ae Council Legislative Fiscal Analyst & Director 


Library Commission Clayton Schenck, (444- 2988, Office #116) 
Montana Historical Society 
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INTRODUCTION 


STATE FISCAL/ECONOMIC OUTLOOK 


Less than a year ago, confidence and an air of invincibility permeated reports of record economic 
expansions, stock market gains, and unemployment and inflation lows nationwide. As the economy 
flourished, recessions and slowdowns were not a topic of economic policy debates. . 


But during the last several months, many layoffs have occurred and the stock market has been in a 
bearish mood. The U.S. economy faces its most potent recession risk since the early 1990s, and is in 
an increasingly precarious position. States and regions are experiencing downturns, and Montana has 
seen a slowdown in the growth of the economy. This translates to a revenue growth that is projected to 
be slow to moderate during the 2003 biennium. The premise is based on slower growth in income tax 
revenues, corporate profits that are moderating, and declining investment earnings. 


The cost of government services however, continue to increase, even with slower growth in population. 
School enrollments are declining, yet the costs to operate public schools continue to increase. Human 
services costs are escalating because of greater caseload demands and higher medical costs. 


Overall, the 2001 legislature faced a budget outlook that was not as positive as it had been in recent 
biennia, but generally sufficient to fund an existing level of services. The legislature faced significant 
challenges to balance the budget as it dealt with economic development, rising energy costs, education 
funding, and rising human services and corrections costs. The budget was tight and funding for a long 
list of Executive Budget new proposals and legislative initiatives was not available. Tax increases were 
not a viable option as the Governor clearly stated her intent to veto any tax increases. Because of the 
position on tax increases, the economic outlook and the corresponding state fiscal picture, the 
legislature had to prioritize the allocation of limited resources to address the state’s needs. The 2003 
biennium budget that is summarized in this report is a reflection of the 57" Legislature’s priorities and 
public policy directions. 


57'" LEGISLATURE: BUDGET CHALLENGES 
AND LEGISLATIVE SOLUTIONS 


As discussed in the introduction, the 2001 legislature faced many fiscal challenges. The following key 
challenges and issues were identified in the Legislative Budget Analysis, 2003 Biennium at the 
beginning of the session. Included here also is a brief discussion of the actions taken by the legislature 
relative to each challenge or issue. 


e CHALLENGE - Economic uncertainties make budget planning and development difficult. 
Nagging concerns about the national/world economy, and federal budget reforms left 
policymakers uneasy about revenue estimates, program funding levels, and increases in 
demand for governmental services. 
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2003 Biennium Budget Overview Introduction 


SOLUTION - The 2001 legislature made difficult budget prioritization decisions and adopted a 
spending plan that resulted in a projected general fund balance reserve of $67 million, which 
was higher than the $30 million general fund balance requested by the executive. This, along 
with conservative revenue estimates, provided an additional cushion for the uncertainty inherent 
in revenue estimates and unforeseen expenses. 


CHALLENGE - Utility costs have increased so significantly that several large state businesses 
have either reduced their labor force or have shut down operations, and consumers and state 
agencies are faced with significant increases. The legislature was faced with considering how 
the state could respond to increased energy costs in light of the goal to retain jobs and further 
economic development. 

SOLUTION — The 2001 legislature established a $2.3 million dollar reserve for increased energy 
costs of state agencies in the 2003 biennium, approved a $1.2 million supplemental 
appropriation for the university system for fiscal 2001, and adopted several bills that attempt to 
address the energy cost issue by encouraging increased supply via new tax policies. 


CHALLENGE - Adequacy of the ending fund balance reserve for the general fund requires 
an evaluation by the legislature, particularly in view of economic uncertainties and the potential 
for future spending in the form of supplemental budget requests. The legislature needed to 
ensure that an adequate “safety net” is in place. 

SOLUTION — The executive recommended a $30 million ending fund balance, and the 2001 
legislature set a target of $40 to $50 million as a reasonable level for the ending fund balance. 
It ended the session with an ending balance of $54 million. Subsequent to the close of the 
session, additional revenues have been identified, resulting in a new projected fund balance for 
the 2003 biennium of $67 million. There is still some concern for the adequacy of the fund 
balance because of the uncertainty that is inherent in revenue estimates given the current 
economy. However, the establishment of a higher ending funding balance reserve reflects the 
concern of the legislature to have a larger reserve in uncertain times. 


CHALLENGE - Controlled budget growth (structural balance) will continue to be a concern as 
the 2003 biennium unfolds. The legislature had to give careful consideration to any budgetary 
actions in order to avoid over-committing available resources. This is particularly true in light of 
the fact that sustainable revenues were projected to be substantially lower than the proposed 
expenditure growth. 

SOLUTION -— The Executive Budget proposed significant general fund increases and 
recommended an ending fund balance of $30 million, which would result in a significant 
structural imbalance. The 2001 legislature’s 2003 biennium spending plan provided for general 
fund reductions below the executive recommendation. In addition, the legislature adopted a 
plan that resulted in a much higher ending fund balance reserve. These actions helped to 
reduce the structural imbalance in the general fund, but did not completely eliminate it. The 
budget as approved still includes a significant general fund increase and the depletion of a high 
beginning general fund balance. This results in an ongoing expenditure base exceeding the 
existing revenue stream by over $50 million. Further, there are a number of phased in costs 
that will have to be funded (annualized) in the 2005 biennium at a higher cost. The 2003 
legislature will be faced with a need to allocate a significant share of revenue growth to cover 
the imbalance before funding any present law adjustments or new initiatives. 
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2003 Biennium Budget Overview Introduction 


e CHALLENGE - Tax Reform proposals are common during any legislative session as a viable 
option for tax policy initiatives. In a tight budget session, however, such proposals can add to 
the uncertainty surrounding the budget. Several tax reform proposals were introduced in the 
2001 session that would significantly impact the current revenue base. 

e SOLUTION — Although a number of tax reform measures were considered, in view of a tight 
budget situation, the 2001 legislature did not pass any significant tax reform legislation. (See 
“Summary of Tax Policy”, page 35.) 


e CHALLENGE - Correctional system population continues to grow. Underestimating the 
growth can result in a budget-breaking supplemental request, and overestimating can skew the 
prioritization process, taking funding away from other program areas. 

e SOLUTION - The legislature changed statute for individuals cited with a fourth DUI (driving 

under the influence) to allow appropriate offenders to be placed in a residential alcohol 
treatment facility. The treatment facility will not be a secure facility and is projected to lessen 
the burden on contracted beds and to save money. The legislature did not provide funding for 
100 new pre-release beds requested for fiscal 2003. If the number of offenders that could be 
placed in pre-release exceeds the number of available beds, costs could increase at secure 
facilities as offenders wait for placement in a pre-release center. The final Corrections budget 
was significantly reduced from the executive request. 


e -CHALLENGE - Local government funding has experienced uncertainty resulting from 
property tax reductions. While most of these reductions have been reimbursed by the state, 
continued reimbursement is a priority for local governments. The 1999 legislature recognized 
this problem and authorized an interim Local Government Funding and Structure Committee, 
which proposed legislation to eliminate local government reimbursements, simplify local funding, 
assume certain costs, and create permanent local government entitlements. 

e SOLUTION — The 2001 legislature adopted HB 124, along with SB 176, and SB 339. This bill 
dramatically revised the method and philosophy of funding local government. Under SB 339 and 
beginning in fiscal 2002, the state will assume the costs of providing public assistance and child 
welfare in all 56 counties compared with 13 counties under old law. Under SB 176 and 
beginning in fiscal 2003, the state will assume nearly all costs associated with operating all 
district courts in the state. Counties will continue to pay for costs associated with district courts’ 
clerks of court and staff. Beginning in fiscal 2002, HB 124 reallocates certain revenue, which 
under old law was deposited in local government and school district accounts, to the state 
general fund. Under HB 124, local governments will receive permanent entitlement grants 
initially equal to the amount of revenue foregone (less adjustments for welfare and district court 
costs avoided). Future local government entitlement grants will grow with the economy of the 
state. School districts will receive temporary block grants equal to the revenue foregone, and 
future block grants will be dependent upon the outcome of a school funding study mandated in 
HB 625. 


e CHALLENGE - Funding for schools is an ongoing concern. In recent years, public schools 
have been faced with declining K-12 enrollments and declining budget authority without equal 
reductions in costs. 
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2003 Biennium Budget Overview Introduction 


e SOLUTION - Because of declining enrollments, if the 2001 legislature would have done nothing 
to increase state aid to school districts, the state would have saved $21.5 million during the 
2003 biennium compared with the 2001 biennium. However, the 2001 legislature increased 
total state aid to schools by $36.8 million above present law during the 2003 biennium. School 
district entitlements were increased by 1.88 percent in fiscal 2002 and by 1.88 percent in fiscal 
2003, increasing state aid by $25.8 million. In addition, state aid was increased by $1.0 million 
for special education, $1.0 million for school facility reimbursements, $1.7 million for school 
technology, $5.1 million for school flexibility accounts, and $0.9 million for changes in the way 
districts account for cross-county tuition payments. Districts were given some relief from falling 
enrollments in SB 390, which allowed districts to maintain prior year budgets through voter 
approval. 


e CHALLENGE - Economic development is a stated top priority for the new administration as 
the state attempts to address its economic climate and why Montana continues to rank close to 
the bottom in per capita income. 

e SOLUTION — Although economic development was not seemingly as much in the forefront 
during this session as in the previous session, the legislature did continue the economic 
development programs approved in the 2000 Special Session and approved a bill that 
reorganized the Department of Commerce and created an Office of Economic Development in 
the Governor’s Office. There were also actions that indirectly benefit economic development, 
such as approval of federal funding and the passage of legislation providing incentives for the 
building of power plants. 


e CHALLENGE - Higher federal-aid highway construction funds will continue to be received to 
support highways infrastructure. Providing state match funds at this higher level, where annual 
expenditures exceed revenues, will be difficult over the long term. A long-term solution to the 
chronic structural imbalance of this account is needed. 

e SOLUTION — The legislature did not take any action that would increase state funding for the 
purpose of matching the higher level of federal highway moneys. The account is projected to be 
insolvent by the 2005 biennium. This challenge continues as an issue facing the next 
legislature. 


e CHALLENGE - Health care cost inflation continues to be a major contributor to greater than 
average growth in health and human services budgets such as Medicaid, state employee health 
insurance plans, institutions, and university system units. This could drain the general fund 
budget as it did in the early 1990s. Medicaid costs show signs of acceleration. 

e SOLUTION — The legislature approved budget actions that would improve management of 
human service funds such as Medicaid and provide for some cost savings. In addition, the 
legislature passed legislation in an attempt to authorize an interim legislative study to review: 1) 
purchasing pools for individual and small group insurance; 2) provider reimbursement rates and 
cost shifting of health care costs; 3) access to affordable prescription drugs; 4) strategies to 
decrease the number of uninsured Montanans; 5) factors causing health insurance rates to 
increase above the rate of inflation; 6) the feasibility of recreating the Health Care Advisory 
Council; and 7) any other issues that the committee or the staff deem appropriate and relevant 
to the problem. The legislature passed several other bills to require full disclosure of costs that 
insurance plan members are required to pay as well as directing the Health Insurance 
Commissioner to propose methods of financing the Montana Comprehensive Health 
Association Plan for persons who are unable to obtain insurance from private vendors. 
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2003 Biennium Budget Overview Introduction 


e CHALLENGE - Supplemental emergency appropriations for the next biennium are not 
budgeted for by the legislature and not accounted for in the ending fund balance, Yet the state 
experiences some supplemental appropriations each biennium, particularly for fire suppression. 
Potential supplemental appropriations need to be considered when determining an appropriate 
ending fund balance. 

e SOLUTION — Supplemental appropriations for fire suppression have been a _ perennial 
occurrence. The legislature approved in HJR 42, a study of wildland fire suppression funding 
methodology. The study will occur during the 2001-2002 interim. No other direct action was 
taken to address budgeting for supplemental costs, although the establishment of a higher 
ending fund reserve provided a greater ability to address supplementals. 


e CHALLENGE - Higher education has been funded to a greater and greater degree in recent 
biennia with increased tuition charges, as general fund becomes a smaller share of total 
funding. The legislature faces issues relative to appropriate funding levels for higher education. 

e SOLUTION — The legislature increased state funds for the Montana University System by 
providing an additional $100 per student in fiscal 2002 and an additional $100 per student in 
fiscal 2003, replacing reduced 6 mill due to previous action, and funding for personal services 
increases. Because of higher costs in general, however, the percentage of state support to the 
total current unrestricted operating budget for the university units and colleges of technology will 

_ not increase appreciably. In fiscal 2000, the state funded 49.6 percent of current unrestricted 
operating expenditures for the university units and colleges of technology; in the 2003 biennium, 
state funds will Support 50.6 percent of current unrestricted operating expenditures for the 
university units and colleges of technology. The Board of Regents chose to increase tuition 
considerably beyond the legislative assumed level to fund a number of other priorities. If these 
increases are taken into consideration, the percentage of state support to the total current 
unrestricted operating budget for the university units and colleges of technology will decrease to 
48.2 percent. While the legislature, in establishing the budget for the university system, 
anticipated a 5.6 percent tuition increase, the Board of Regents subsequently approved a 13 
percent increase. 
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LEGISLATIVE BUDGET HIGHLIGHTS 


This section provides an executive summary of the legislative budget, including a discussion of the 
general fund ending balance projection, a summary of revenue estimates, and an appropriations 
summary. 


GENERAL FUND 


The general fund supports a majority of the general operations of the state, and represents over 40 
percent of all state expenditures in the budgeted fund types. Total revenues are estimated to exceed 
$2.7 billion for the 2003 biennium, a 15.8 percent increase over the 2001 biennium. This represents a 
$374 million increase, of which $277 million is additional revenue due to enactment of HB 124 (local 
government entitlements), and $75 million is for public schools’ mineral rights purchases. The 
legislature adopted a budget that will leave an ending fund balance of $67 million. 


The projected general fund balance at the end of the current 2001 biennium is $124 million, nearly 
double the $66 million balance anticipated by the May 2000 special session. The increased revenue 
that contributed to the improved projection is discussed on page 21 of this volume. 


The improved fund balance for the 2001 biennium carries over to the 2003 biennium projection, and 
after taking into consideration the legislative adopted revenue estimates and the appropriations passed 
by the legislature, the projected ending fund balance is $67 million. This represents a nearly 2.5 
percent fund balance reserve. The projected balance doesn’t include any potential revenue gain from 
the sale of Montana Power Company assets or from federal tax reform. The legislature adopted what 
can be characterized as conservative revenue estimates in House Joint Resolution 2, recognizing the 
tenuous nature of the economic outlook. 7 


The general fund appropriations for the 2003 biennium are $388 million higher than the 2001 biennium, 
due to a one-time $75 million authorization for school trust land mineral rights purchases as well as a 
net $265 million for local government distribution transfers (HB 124). The largest dollar increases for 
state operations were in human services, corrections, and education. The legislature added $67 million 
in new proposals, primarily for human services program enhancements and for increased support of 
education. 


Total appropriations for statutory, local government, and non-budgeted transfers is $450 million, or 16 
percent of the general fund total budget. They are subject to limited legislative review or evaluation. 
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2003 Biennium Budget Overview Legislative Budget Highlights 


GENERAL FUND REVENUE ESTIMATES 


The legislature adopted revenue estimates in HJR 2 of $2.4 billion, and other legislation enacted 
resulted in $343 million in revenue increases, for a consolidated revenue projection of $2.8 billion for 
the biennium. Income taxes account for over 50 percent of the general fund revenues. Property taxes 
contribute over 12 percent of the budget, and investment earnings over 7 percent. Excluding increases 
resulting from local distributions and trust lands, the biennial general fund increase is 1 percent. 


TAX POLICY AND INITIATIVES 


The 2001 legislature approved only seven bills with a general fund revenue impact, none of which 
provided for major changes in state tax policy. Five of the seven relate to changes in tax liability. 


A detailed discussion of revenue estimates and tax policy in the 2003 biennium begins on page 27 of 
this volume, and is further detailed in Volume 2. | 


APPROPRIATIONS HIGHLIGHTS 


e General fund increases in HB 2, the general appropriations act, is $158 million (7.3 percent) 
more than the 2001 biennium, with education and human services increases comprising over 78 
percent of the increase 

e Total funds increase $852 million (17 percent), with nearly 80 percent of the increase 
attributable to federal funds. Federal funds largely support human services, transportation, and 
education, which is where the largest total funds increases occur 

e Human services show both the highest general fund (16 percent) and total funds increase (28 
percent). They also represent nearly half of the total general fund increase 

e Over half of all general fund expenditures in HB 2 support education, human services add 
another 23 percent, and corrections another 8 percent of the budget 

e The legislature added 308 actual FTE to the budget in the 2003 biennium budget plan. Over 55 
percent of the new positions were added to the Departments of Public Health and Human 
Services, and Corrections 

e The funding priorities of the legislature in HB 2 as measured by increased funding, are for 
maintenance of Medicaid services for current recipients, human services provider and direct 
care worker rate increases, support for K-12 education, and corrections 

e General fund functional area primary increases 

e Human Services ($75 million) 
= Maintain services to existing eligible persons 
« Provide increased compensation to service providers/direct care workers 
= Expand the Children’s Health Insurance Program 
e K-12 Education ($27 million) 
= Additional BASE aid to implement schedule increases of 1.88 percent each year 
« A flexible spending account of $5 million 
= $75 million authority for purchasing mineral rights for the benefit of schools (in 
DNRC) 
e Higher Education ($22 million) 
# Replacement of lost 6 mill levy revenue due to previous legislative action 
« An additional $100 per student in fiscal 2002 and a further $100 per student in 
fiscal 2003 
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e Corrections ($15 million) 
» Maintenance of staff and a pay exception 
« Addition of contract beds for anticipated male and female populations 
« Additional pre-release beds 
e State special revenues increase $19 million (2.4 percent), primarily in Dept. of Transportation, 
for increased state match funds for federal highway funds, and an accounting change 
e Federal Revenue increases $669 million (32 percent), primarily for increased funding for human 
services, an expanded highways program, and grants for education 


A detailed discussion of appropriations in the 2003 biennium budget begins on page 39 of this volume. 
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BUDGET COMPARISONS SUMMARY 


The following highlights the budget comparisons that are presented in detail beginning on page 53. 
The three comparisons are: 1) budget levels of the legislative 2003 biennium budget to the Governor’s 
budget request; 2) to the prior biennium expenditures’, and 3) a “by fund” biennial comparison. 


COMPARISON TO EXECUTIVE BUDGET 


_ The legislature passed a budget in HB 2 that is net $16.3 million general fund lower and $79.3 million 
total funds higher than the level requested by Governor Martz in HB 2. This difference is the net of a 
large number of partially offsetting increases and decreases. The major differences are: 


HB 124 (local government funding) resulted in several major differences: 1) HB 124 removed local 
government reimbursements from HB 2 (Department of Revenue) and provided a statutory 
appropriation instead, resulting in a reduction from the Governor's recommendation of $109.9 
million over the biennium; 2) state special revenues were replaced with general fund in the 
Department of Public Health and Human Services, the Montana University System, and. the 
Appellate Defender, increasing general fund by $29.2 million and total funds by $0.9 million; and 3) 
the state assumed most costs of the district courts, with the Judiciary receiving $800,500 over the 
biennium to administer the courts (actual court costs are included in a statutory appropriation in HB 
124) 

The legislature added $75.0 million in general fund authority not included in the Governor’s budget 
to provide authority to spend a loan from the permanent coal tax trust to purchase mineral rights to 
benefit schools 

Medicaid estimates were updated during the legislative session, which added $8.5 million general 
fund and $31.4 million total funds 

The legislature funded an Office of Economic Development, recommended by the Governor but not 
funded in the introduced budget 

The legislature established an intergovernmental transfer program to provide higher Medicaid 
reimbursements through access to additional federal funds. This program adds $23.0 million in 
federal funds and replaces $4.0 million general fund 

The legislature made several changes to K-12 education funding for a total difference of an 
additional $13.0 million including a higher BASE aid increase than recommended and 
establishment of a flex account 

The Department of Corrections is $9.5 million general fund less than initially recommended by the 
Governor due to reductions in secure care, pre-release, and juvenile placement, and establishment 
of an intensive alcohol treatment program. 
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BIENNIAL BUDGET COMPARISONS 


The legislature adopted a 2003 biennium spending plan that is a $521 million (22.8 percent) increase in 
general fund, and a $1,186 million (21.8 percent) increase in total funds, when looking at all 
comparable appropriations. When looking at just HB 2, the general fund increase is $186.8 million or 
8.7 percent, and the total funds increase is $906.2 million or 18 percent. The most significant increases 
in general fund appropriations occur for programs in the Department of Public Health and Human 
Services, the Department of Natural Resources and Conservation (for a one-time $75 million 
appropriation to purchase mineral rights on state trust lands), and the Commissioner of Higher 
Education. Total funds increase most significantly in the Department of Public Health and Human 
Services, the Department of Transportation, the Department of Natural Resources and Conservation, 
and the Office of Public Instruction. The increases are somewhat distorted by fund shifts, accounting 
changes, and one-time expenditures that don’t reflect true state costs. The discussion of budget 
comparisons begins on page 58 of this volume. 


AGENCY BUDGET COMPARISONS BY FUND 


This comparison, detailed beginning on page 63, looks at appropriations contained in HB 2 and HB 13 
(except for contingency funds). These are, by fund type, a comparison of the 2001 and 2003 biennium 
agency appropriations. In total, federal fund increases constitute nearly 80 percent of all budget 
increases. 


General fund increases by $186.8 million, or 8.6 percent. Major reasons for this increase are: 

e $35 million for increased Medicaid expenditures for current eligible recipients, and to continue 
provider rate increases established by the 1999 legislature 

e $12.9 million for additional provider rate increases 

e $26.9 million for increased aid to schools, including $5.0 million for a flexible spending account 
and a 1.88 percent increase each year in BASE aid and special education 

e $10.7 million for correctional population growth, additional staff, and a pay exception for certain 
correctional staff (net of a reduction in juvenile placement) 

e $7.5 million for enhanced per student state support in the Montana University System 

e $29.0 million to replace 9 and 6 mill levy in the Department of Public Health and Human 
Services and the Montana University System due to passage of HB 124 

e $75.0 million to the Department of Natural Resources and Conservation to expend the proceeds 
of a loan from the permanent coal tax trust to purchase mineral rights to benefit schools 

e $29.2 million for pay plan increases appropriated in HB 13 

e $1.7 million in the Governor’s Office for an Office of Economic Opportunity 


Partially offsetting these increases is a reduction in the Department of Revenue of $70.6 million over 
the biennium that had been appropriated for local government reimbursements. These 
reimbursements will be made through a statutory appropriation in the 2003 biennium. 


State special revenue increases by $33.4 million, or 4.4 percent, due to a number of offsetting 
increases and decreases. 
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Federal funds increase by $678.9 million, or 32.5 percent. The major increases occur in the 
department of Public Health and Human Services, although these increases, along with the increase in 
the Montana University System and the Department of Transportation, are skewed by the inclusion of 
$172.7 million in required accounting changes. 


Proprietary funds increase $5.2 million, or 23.5 percent, primarily due to provision of enterprise funds to 
support a portion of gambling and liquor control in the Department of Justice, and expansions in the 
Montana State Lottery. Proprietary funds within the Departments of Commerce, Labor and Industry, 
and Administration were significantly affected by the reorganization of the Department of Commerce. 
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HIGHLIGHTS OF OTHER BUDGET OR FISCAL ACTIONS 


The “Other Budget or Fiscal Actions” section (page 69) discusses several issues of either statewide or 
multi-agency fiscal impact. It addresses significant issues contained in HB 2, other “cat and dog” bills, 
statutory appropriations, and issues not related to any specific legislation. This section provides 
highlights of those issues. 


Other Appropriation Bills. Besides HB 2, there were 27 bills enacted by the 2001 legislature 
containing appropriations totaling $474.5 million. Nine Long-Range Building Program bills 
account for $0.5 million general fund and $156.1 million in other funds.. The remaining bills 
include appropriations totaling $194.8 million general fund and $123.1 million other funds, with 
the largest appropriation of $162.5 million general fund contained in HB 124, which revised local 
government funding. 

Fund Balance Adequacy. The legislature adopted a spending plan resulting in a 2003 


‘biennium general fund ending fund balance reserve of $66.7 million. This represents a 2.5 


percent budget reserve, and is over double the reserves established in the 1999 biennium and 
prior. However, there are still concerns over long-term financial stability, since the 2003 
biennium appropriation level significantly exceeds the level of ongoing revenues, primarily due 
to spending down a high beginning fund balance. | Revenues for the 2005 biennium would 
have to grow by $57 million, or 2 percent just to maintain current budget levels. Concurrently, 
there are instances of delayed funding for expenditures that will need to be annualized at a 
higher cost in future biennia. 

Local Government Distributions (“the big bill’). Beginning in fiscal 2002, HB 124 
reallocates revenue received by local governments, school districts, and some state special 
revenue accounts to the general fund. HB 124 replaces foregone revenue with permanent state 
entitlement grants to counties and cities, two-year block grants to school districts and 
countywide school accounts, permanent entitlement grants to tax increment financing districts 
and permanent transfers to state special revenue accounts. Each of these payments is from the 
state general fund. HB 124, in conjunction with SB 339 and SB 176, also requires the state to 
assume the costs for welfare and district courts in each county of the state. 

Status of Tobacco Settlement Funds. Montana receives revenue as a settling party to a 
Master Settlement Agreement with four original tobacco companies and 25 subsequent 
companies to end a four-year legal battle with 52 states and U.S. territories. The total amount 
of tobacco settlement funds available to Montana is affected by a number of factors, including 
inflation and sales volume changes. In the 2003 biennium, the general fund is expected to 
receive $38.1 million and the tobacco trust fund is expected to receive $25.4 million. Interest 
earnings from the trust are expected to exceed $3.0 million, 90 percent of which can be 
appropriated by the legislature. The legislature, however, appropriated $3.1 million for Medicaid 
health care provider rate increases from this source with instructions that if the earnings are 
insufficient, other sources will have to make up the difference. 
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e Public School Funding. The 57" Legislature, in HB 2, increased total state aid to K-12 
districts by $36.8 million over present law amounts for the 2003 biennium. BASE aid was 
increased by $26.7 million (HB 121 and SB 65), the state special education appropriation was 
increased by $1.0 million (HB 2), school facility reimbursements were increased by $1.1 million 
(HB 2), and spending for timber for technology was increased by $2.9 million (HB 41). In 
addition, the legislature created a new state school flexibility account from which $5.1 million is 
appropriated to school districts in fiscal 2003 (SB 390). 

e Energy Issues. In the few months before the 2001 legislature convened, energy costs quickly 
moved to the top of the list of issues that needed to be addressed. However, even as the 
session began, the picture was not clear. Although efforts to increase supply are already in the 
works and are being further encouraged by legislation passed by this legislature, it appears 
higher prices will not be avoided. The legislature set aside $2.3 million general fund in an 
unreserved, designated fund balance for “energy costs reserve”, designating it as a contingency 
for increased electricity and natural gas costs above what is appropriated in HB 2. For state 
and local governments, the legislature anticipated that the legislation discussed below would 
help resolve the issues of supply and demand, and will ultimately keep prices at affordable 
levels, avoiding at least a long-term crisis, if not the short-term spike in prices. Although limited 
action was taken to directly control prices, the legislature did attempt to address problems at the 
root of these increased costs. Eleven bills that were approved are discussed beginning on page 
92. 

e Economic Development. The legislature approved a reorganization of the Department of 
Commerce that is expected to make the department more effective in its economic development 
endeavors. The legislature also approved an office of economic development in the Governor’s 
Office, a move to elevate the policy direction for economic development efforts. Economic 
development initiatives approved in the 2000 Special Session were allowed to continue and 
various other bills (i.e., energy bills) approved by the 2001 legislature contained provisions that 
indirectly contribute to the goals of economic development. 

e Department of Commerce Reorganization. Senate Bill 445 established an office of economic 
development within the Office of the Governor and reorganized the Department of Commerce 
by transferring several functions to other agencies (departments of Administration, Labor and 
Industry, and Livestock). Stated goals of SB 445 were to: 1) streamline the Department of 
Commerce to allow it to better focus on economic development initiatives; and 2) provide the 
Governor with direct access to an Office of Economic Development. All together, the effects of 
SB 445 on HB 2 funding are: 1) an FTE increase of 4.0 for the 2003 biennium; a general fund 
increase of $1.7 million across the biennium; and a state special revenue decrease of 
approximately $407,000 across the biennium. 

e Information Technology Governance. The 2001 legislature passed legislation that revised 
and reinforced how information technology assets of the state are managed. The 2001 
legislature passed SB 131, which provides for direction and oversight of information technology 
activities of state government. No additional funding was provided to implement any of the 
changes. 

e Mental Health Services Interim Study. The Legislative Finance Committee (LFC) studied 
public mental health services during the 2001 biennium interim as directed by the 56” 
Legislature in HJR 35. As part of its study recommendations, the LFC recommended six bills to 
the 2001 legislature and requested that the Health and Human Services Joint Appropriations 
Subcommittee review several issues. Each of the bills recommended by the LFC passed and 
are discussed beginning on page 98. 
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e TANF Spending. The current authorization of the Temporary Assistance for Needy Families 
(TANF) grant expires in fiscal 2003 (September .2002) and the program will require 
reauthorization by Congress. It is unknown what will occur when Congress considers 
reauthorization during the summer and fall of 2002. Due to uncertainty. surrounding continued 
availability of unexpended TANF funds, the legislature appropriated all available TANF funds in 
HB 2. Appropriations of TANF funds, as included in HB 2, result in expenditure of all federal 
TANF funds (prior and current year grants) by the end of the 2003 biennium. 

e POINTS Issues/Operations. To address legislative concerns and project issues, the 2001 
legislature approved a $319,100 general fund supplemental appropriation in HB 3 for 
Department of Revenue POINTS system related costs. Legislative concerns also produced 
language in HB 2 that directs the department to provide status reports to the Revenue and 
Transportation Committee during the interim on the progress of POINTS development and the 
status of fixing mission-critical defects in the system. 

e Personal Services Funding 

« State Employee Pay Plan (HB 13). The legislature passed a pay plan (HB 13) with two 
main components: 1) a salary increase; and 2) an insurance increase. At a cost of $29.2 
million general fund and $35.7 million other funds over the biennium, this pay plan is the 
largest since the 1993 biennium pay plan enacted by the 1991 legislature. 

«= State Employees — FTE Summary. HB 2 provides funding for a total of 10,874.11 FTE 
state employees in fiscal 2002 and 10,915.69 in fiscal 2003, excluding the Montana 
University System. These totals represent an increase of 488.73 FTE (4.7 percent) in fiscal 
2003 over the fiscal 2001 level used for budgeting purposes. 

» Vacancy Savings. The 2003 biennium vacancy savings rate imposed totals of 4 percent 
each year for most state programs. Total budget reductions as a result of the imposition of 
vacancy savings are about $19.0 million general fund and $23.1 million other funds over the 
2003 biennium. 

e Proprietary Funds and Rate-Setting. The legislature changed accounting for several 
functions from budgeted to proprietary accounts in the 2003 biennium: 1) cook/chill in the 
Department of Corrections, including 15.0 FTE; 2) Statewide Accounting, Budgeting, and 
Human Resource System (SABHRS) vendor maintenance costs in the Department of 
Administration (most SABHRS operating costs were already funded with a proprietary fund); 
and 3) Personnel Unit of the Department of Administration, including 1.75 FTE. The legislature 
also changed the Customer Service Center in the Department of Revenue from a proprietary to 
a budgeted fund, including 123.7 FTE. 

e Long Range Planning Summary. The 2001 Legislature approved $156.6 million for grants, 
loans, and capital projects for the Long-Range Planning (LRP) programs. For a summary of 
these actions, see page 114. More detailed information can be found in Section F of Volume 4 
of this report. é 

e Fiscal 2001 Supplemental Appropriations. The legislature funded $68.2 million general fund 
and $44.7 million other funds in supplemental appropriations in fiscal 2001, for 10 agencies. 
Mental health costs, wildfire costs, distributions to schools, and corrections costs top the list of 
programs requiring additional general funds to complete the 2001 biennium. 

e Fee Changes. The 2001 legislature enacted changes to fees (increases or decreases) and 
created new fees that will raise an estimated $28.2 million in revenue over the 2003 biennium. 
The increased fee revenue, which will mostly be deposited in accounts other than the general 
fund, will be used to fund new and existing agency programs. 
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Legislative Interim Studies. The 2001 legislature adopted 17 joint resolutions calling for 
interim studies, in addition to three studies requested or required by House or Senate bills. Of 
the 20 studies, 15 were assigned to various legislative interim committees, and: two were not 
assigned. State agencies are being asked to conduct the remaining three studies. 


Other Major Funds 


Highway Special Revenue Account. Projections for the highways state special revenue 
account indicate that expenditures from the account will exceed account revenues and the 
working capital balance would be depleted by the end of fiscal 2002. This situation of 
excess expenditures is expected to continue through the foreseeable future. Expenditures 
at the level appropriated by the legislature are expected to exceed revenues by nearly $12.1 
million during the 2003 biennium and the account is forecast to end the 2003 biennium with 
a deficit of more than $6.4 million. At the current level of service, expenditures could exceed 
revenues by nearly $6.8 million during the 2005 biennium. 

Resource Indemnity Trust. During the 2003 biennium, the Resource Indemnity Trust is 
expected to reach the $100 million threshold, the level at which the trust fund is to be 
capped. Once this threshold is reached, revenues that would have otherwise flowed into the 
trust, will flow into other accounts that are available for appropriation by the legislature. The 
2001 legislature appropriated $1.3 million of such moneys for the 2003 biennium. 

Combine Coal Severance Tax. The revenue estimate for the 2003 biennium for the 
combined coal tax account is $5.7 million. Almost all of these funds are allocated to five 
uses (agencies in parentheses): Growth Through Agriculture (Agriculture), Local impacts — 
Coal Board (Commerce), county land planning (Commerce), conservation districts (DNRC), 
and library services (State Library). The ending balance is projected to be $40,279 at the 
end of the biennium. 
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GENERAL FUND SUMMARY — FUND BALANCE 


INTRODUCTION 


The general fund is the primary account that funds a majority of the general operations of state 
government. General fund expenditures represent over 40 percent of all state expenditures in the 
general, state special, federal special, and selected proprietary fund types. Total revenues to the 
account for the 2003 biennium are estimated to exceed $2.753 billion, which is an increase of $373.9 
million or 15.8 percent from the 2001 biennium. Included in this increase is $277.2 million of additional 
revenue due to the enactment of HB 124, local government funding bill, and $75 million due to the 
enactment of SB 495, the public schools’ mineral rights purchase legislation. Balancing general fund 
appropriations against anticipated revenues is a major challenge of each legislature and requires a 
significant coordination between the taxation and appropriation committees. Based on legislative 
adopted revenue estimates, there are sufficient revenues to support the total general fund budget, 
leaving an ending fund balance of $53.8 million. This projected balance does not include any potential 
revenue gain due to the sale of Montana Powers’ assets, federal tax reform, or the Shell Oil audit 
settlement. If the recently announced audit settlement amount is included, the ending fund balance is 
$66.7 million. 


This section provides a summary of the general fund account as projected through the 2003 biennium. 
It begins with a reconciliation of the current (2001 biennium) projected fund balance in order to arrive at 
the beginning balance for the 2003 biennium. It is followed by a summary of the 2003 biennium 
projected general fund balance using legislative adopted revenue estimates and appropriations. An 
overview of significant legislative revenue and disbursement actions is included. 


2001 BIENNIUM GENERAL FUND BALANCE 


After completion of the Fifty-sixth Special Legislative Session (May 2000), the general fund balance 
was projected to be $94.8 million, including a $37 million reserve for increased distributions to local 
governments. This balance was based on: 1) revenue estimates adopted in HJR 2; 2) LFD statutory 
appropriation and reversion estimates; and 3) all general fund appropriations authorized by the 
legislature. The Special Session Legislature anticipated there would be $14.9 of supplemental 
appropriations requested during the 2001 biennium. 


As shown in Figure 1, the revised general fund balance at the end of the 2001 biennium is projected to 
be $123.6 million. The revised projection for the 2001 biennium general fund balance is based on: 1) 
revenue estimates adopted by the legislature in HJR 2; 2) LFD statutory appropriation and reversion 
estimates; 3) general fund appropriations, including supplemental appropriations adopted by the Fifty- 
seventh Legislature; and 4) the Shell Oil audit settlement. This projected balance equals 5.0 percent of 
anticipated revenues for the 2001 biennium and is $65.8 million above the balance anticipated by the 
Special Session Legislature. 
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Figure 1 
Comparison of 2001 Biennium General Fund Balance 


LFD Special Session Fiscal Report vs. Post Session Fiscal Report 
In Millions 


Special Session Revised Difference 
2001 Biennium 2001 Biennium 2001 Biennium 


Beginning Fund Balance 
Revenues 
Current Law Revenue 
Legislation Impacts 
Residual Transfers 


Total Funds Available 
Disbursements 

General Appropriations 
Statutory Appropriations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Non-Budgeted Transfers 
Continuing Appropriations 
Supplemental Appropriations 
FEMA Wildfire Costs 
Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 


Adjustments 


Reserved Ending Fund Balance 
Local Government Reserve 


Unreserved Ending Fund Balance 


New Information Since Adjournment 
Shell Oil Audit Settlement 


Potential Ending Fund Balance 


$109.673 
2,286.279 


1.840 


$2,397.792 


2,110.278 
92.661 
70.584 
17.708 

2.350 
1.694 
14.900 


5.865 
(3.135) 


$2,312.905 
9.931 


$94.818 
37.000 


$57.818 


$57.818 


$109.673 
2,363.827 


13.533 
1.289 


$2,488.322 
2,107.999 
111.928 
70.584 
17.889 
5.577 
1.487 
68.185 


6.700 
(5.197) 


$2,385.152 
7.09 


$110.729 


$110.729 


12.841 


$123.570 





77.548 
13.533 
0.551) 


$90.530 


(2.279) 
19.267 


0.181 

3.227 
(0.207) 
53.285 


0.835 
(2.062) 


$72.247 
(2.372) 


$15.911 
37.000) 


$52.911 


12.841 


$65.752 


The increase in the projected general fund balance is due to several factors that have transpired since 
the adjournment of the Special Legislative Session. Total general fund revenues (revenues plus fund 
balance) are expected to be $103.3 million ($90.5 million plus the $12.8 million Shell Oil audit 
settlement) more than anticipated, while disbursements are expected to be $72.2 million more than 
authorized by the Fifty-sixth Legislature. 
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IMPROVED REVENUES 


The reason for the improved revenue condition is shown in Figure 2. The information shown in Figure 
2 is segregated into pre-session adjustments and adjustments adopted by the Fifty-seventh Legislature. 
All of the adjustments were the result of additional information becoming available during the budget 
development cycle. 


Figure 2 
Significant Revenue Adjustments For 2001 Biennium 


Special Session vs. Fiscal Report 
In Millions 


2001 Biennium 


Adjustment Explanation 


Revenue Component 


Pre-Session Adjustments 
Individual Income Tax $14.8 
Property Tax 12.4 
Common School Interest and Income 6.2 


More Current Data 
More Current Data 
New Coal Lease 


Insurance Tax and License Fees 4.9 


Foreign Capital Depository Tax 


Stronger Growth 
(7.1) New Information 


Wildfire Reimbursements 


Tobacco Initiative 


All Other Revenue Sources 


Session Adjustments 


House Taxation Adjustments 


28.8 
(10.1) 
12.3 


5.6 


Summer Wildfires 
Voter Approved 
More Current Data 


Audits, Reimbursements 
Income, TelCom,Contractors 


Senate Taxation Adjustments 9.2 


Legislation Impacts Various Bills 


Total 





INCREASED DISBURSEMENTS 


The primary reasons for the increased disbursements are increased statutory appropriations of $19.3 
million and higher supplemental appropriations of $53.3 million. Statutory appropriations increased 
because a portion of FEMA fire reimbursements were statutorily appropriated instead of being included 
in the supplemental appropriation bill. A complete listing of all supplemental appropriations can be 
found on page 117, “Fiscal 2001 Supplemental Appropriations”. 


2001 BIENNIUM PROJECTED FUND BALANCE 

As Figure 1 shows, the combined impact of higher revenues, greater disbursements, the elimination of 
the local government reserve, and a negative $2.4 million fund balance adjustment is a net increase in 
the projected fund balance of $65.8 million for the 2001 biennium. 
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2003 BIENNIUM PROJECTION 
Figure 3 shows the 2003 biennium projected balance in the general fund account prior to and after the 
Fifty-seventh Legislature. The purpose of this comparison is to highlight legislative action that 
established the 2003 biennium budget. 


Figure 3 
Comparison of 2003 Biennium General Fund Balance 


Pre-Session Present Law vs. Post-Session Total Budget 
In Millions 


Pre Session Post Session Difference 
2003 Biennium 2003 Biennium 2003 Biennium 


Beginning Fund Balance 
Revenues 
Current Law Revenue 
Legislation Impacts 
Residual Transfers 


Total Funds Available 
Disbursements 

General Appropriations 
Statutory Appropriations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Non-Budgeted Transfers 
Continuing Appropriations 
Supplemental Appropriations 
FEMA Wildfire Costs 
Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 
Adjustments 


Reserved Ending Fund Balance 
Local Government Reserve 


Unreserved Ending Fund Balance 


New Information Since Adjournment 


Shell Oil Audit Settlement 


Potential Ending Fund Balance 
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$85.333 


2,400.465 


$2,485.798 

2,201.493 
90.000 
109.868 


9.330 
9.700 


7.028 
(6.027) 


$2,421.392 


$64.406 


$64.406 


$64.406 


$110.729 
2,409.701 
342.865 
$2,863.295 
2,349.123 
92.195 
326.739 


8.483 
31.930 


7.028 
(6.027) 


$2,809.471 


$53.824 


$53.824 


12.841 


$66.665 





$25.396 
9.236 
342.865 
$377.497 
147.630 
2.195 
216.871 


(0.847) 
22.230 


$388.079 


($10.582) 


($10.582) 


12.841 


$2.259 
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The pre-session estimate of a $64.4 million general fund balance was developed under the constraints 
of Section 5-12-303, MCA. These statutes require the executive and the Legislative Fiscal Analyst to 
develop and analyze the biennium budget using base, present law, and new proposals as defined in 
Section 17-7-102, MCA. In essence, the projected balance of $64.4 million would have been the 
balance if the legislature had continued state government operations at the "present" authorized level 
including all existing taxation laws. 


The second estimate of $66.7 million is the post-session estimate that incorporates all legislation 
enacted by the Fifty-seventh Legislature plus the new information that has become available since the 
adjournment of the session. Figure 3 highlights significant revenue and disbursement actions. The 
following discussion briefly explains these actions. 


SIGNIFICANT REVENUE ACTIONS 


The Fifty-seventh Legislature increased the 2003 biennium general fund revenue estimates by $9.2 
million, primarily due to additional audit activity for individual and corporation income tax. In addition, 
the legislature passed legislation (HB 124 and SB 495), which significantly increased state general fund 
revenue. HB 124, the local government funding bill, diverts $277.2 million of local government revenue 
to the state general fund. Local governments are appropriated replacement revenue from the state 
general fund. 


SB 495:also increases general fund revenue significantly. This bill authorizes a $75 million loan from 
the permanent coal tax trust fund to purchase the mineral rights of public school trust lands. The 
proceeds of the loan will be deposited into the general fund with a corresponding appropriation to 
purchase the mineral rights. All other legislation enacted decreased general fund revenues by about 
$9.3 million for the 2003 biennium. 


A more detailed summary of general fund revenues is provided in “Volume II — Revenue Estimates”. 


SIGNIFICANT DISBURSEMENT ACTIONS 


The Fifty-seventh Legislature increased general fund appropriations by about $388.1 million. This 
increase was primarily due to new proposals, changes in local government funding, and the 
authorization to purchase public school mineral rights. The largest dollar increases were in human 
services, corrections, and education. The legislature added $67.1 million of new proposals to fund 
human service program expansions and to increase the state’s support for K-12 and higher education 


The legislature also adopted an employee pay plan for the 2003 biennium. This pay increase is 
estimated to cost about $69.8 million, with $31.1 million being provided by the state general fund. (See 
"State Employee Pay Plan", on page 104 for additional details on employee pay.) 


As with previous legislative sessions, there are numerous miscellaneous appropriations ("cat and dog" 
bills) that were discussed throughout the session. The Fifty-seventh Legislature minimized these 
appropriations and enacted only $3.9 million of miscellaneous appropriations beyond those for 
education, pay plan, and local government funding. These bills are discussed in more detail in agency 
narratives of Volumes 3 and 4 of this publication and on page 71 of this Volume. 


The last significant disbursement change adopted by the legislature was the $345.0 million general 
fund appropriation and transfer authority for local government assistance. This authorization was 





Legislative Fiscal Report 2003 Biennium , a Legislative Fiscal Division 


Legislative Budget Summary General Fund Summary 


mitigated by a net reduction in HB 2 (General Appropriation Act) appropriations of $79.8 million. The 
net increase in general fund local government assistance is $265.2 million. This increased expenditure 
combined with new general fund revenue previously collected at the local level of $277.2 million results 
in a net change to the general fund balance of $12.0 million. 


As shown in Figure 3, total appropriations for statutory, local government, and non-budgeted transfers 
is $450.9 million or 16.0 percent of the total general.fund budget. Because these authorizations are 
outside the general legislative appropriations sub-committee process, a substantial portion of the future 
general fund budget may receive no legislative review or evaluation. 


CONTINGENCIES 


No estimate is included in the projected fund balance for increased expenditures due to emergencies 
and/or contingencies. These include supplemental budget requests, which historically exceed $20 
million per biennium, with fire suppression costs and other emergencies (such as flooding) being the 
primary unfunded contingency. 


Figure 4 shows the detailed general fund balance sheet. The 2003 biennium ending general fund 
balance is projected to be $66.7 million, including all new proposals and initiatives adopted by the 
legislature and the Shell Oil audit settlement revenue. Although this balance indicates the state is in a 
better fiscal position than anticipated at the end of the legislative session, it should be noted that this 
projected balance does not include potential revenue from the sale of Montana Power’s asset sales, 
federal tax reform, or the stronger than anticipated revenue growth currently being observed in fiscal 
2001. 
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Figure 4 
2003 Biennium General Fund Balance 
Based on Action By the 57th Legislature 


Beginning Fund Balance 
Revenues 
Current Law Revenue 
Legislation Impacts 
Residual Transfers 


Total Funds Available 
Disbursements 

General Appropriations 
Statutory Appropriations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Language Appropriations 
Non-Budgeted Transfers 
Continuing Appropriations 
Supplemental Appropriations 
FEMA Wildfire Costs 
Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 
Adjustments 


Reserved Ending Fund Balance 
Local Government Reserve 


Unreserved Ending Fund Balance 


New Information Since Adjournment 
Shell Oil Audit Settlement 


Potential Ending Fund Balance 
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In Millions 


Actual 
Fiscal 2000 


$109.673 
1,163.641 
0.725 
$1,274.039 
1,046.100 
39.645 
13.813 
4.195 


2.350 


(0.508) 


$1,105.598 
7.559 


$176.000 


$176.000 


Estimated 
Fiscal 2001 


$176.000 
1,200.186 


13.533 
0.564 


$1,390.283 
1,061.899 
72.283 
56.771 
13.694 
3.227 
1.487 
68.185 


6.700 
(4.692) 


$1,279.554 


$110.729 


$110.729 


12.841 


$123.570 


25 


Estimated 
Fiscal 2002 


$110.729 
1,198.729 
206.800 
$1,516.258 
1,195.810 
46.262 
215.529 
4.617 


18.040 


(3.001) 


$1,477.257 


$39.001 


$39.001 


$51.842 


Estimated 


Estimated 


Estimated 


Fiscal 2003 2001 Biennium2003 Biennium 


$39.001 
1,210.972 
136.065 
$1,386.038 
1,153.313 
45.933 
111.210 
3.866 


13.890 


7.028 
(3.026) 


$1,332.214 


$53.824 


$53.824 


$66.665 


$109.673 
2,363.827 


13.533 
1.289 


$2,488.322 
2,107.999 
111.928 
70.584 
17.889 
5.577 
1.487 
68.185 


6.700 
(5.197) 


$2,385.152 
7.599 


$110.729 


$110.729 


12.841 


$123.570 


$110.729 
2,409.701 
342.865 
$2,863.295 
2,349,123 
92.195 
326.739 
8.483 


31.930 


7.028 
6.027) 


$2,809.471 


$53.824 


$53.824 


$66.665 
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REVENUE SUMMARY 


GENERAL FUND REVENUE ESTIMATES 


The 2001 legislature adopted general fund revenue estimates and legislation with revenue impacts that 
result in a projection of $2.4 billion general fund revenues for the 2003 biennium. The following 
discussion is a summary of the revenue estimates adopted by the 2001 legislature. Volume 2- 
“Revenue Estimates” contains a detailed presentation of revenue estimates and a profile of each 
individual revenue source, including underlying economic assumptions. 


HOUSE JOINT RESOLUTION 2 


Prior to the convening of the Fifty-seventh Legislature, the Revenue and Taxation Committee (RATC) 
formally adopted economic assumptions and the associated revenue estimates for fiscal 2001, 2002 
and 2003. The RATC estimates were incorporated into HJR 2 and were introduced at the beginning of 
the Fifty-seventh Legislature. The legislature adopted HJR 2 with some adjustments to the 
recommendations offered by the RATC. Figure 5 shows the total general fund impact of the adopted 
adjustments by revenue category. For the three-year period, fiscal 2001 through 2003, total general 
fund revenue estimates were increased by $24.1 million from the recommendations of the RATC. 


Figure 5 
Revenue Estimate Adjustments by 57th Legislature 
General Fund 
In Millions 


Estimated Estimated Estimated Estimated 
Source of Revenue Fiscal 2001 Fiscal2002 Fiscal 2003 3-Year Total 


Individual Income Tax $3.974 $5.608 $2.005 $11.587 


Corporation Income Tax 3.500 (0.750) (0.750) 2.000 
Telecommunications Excise Tax 4.690 1.522 1.421 7.633 
Public Institutions Reimbursemer 0.614 1.938 1.964 4.516 
Wildfire Reimbursements (2.322) 4.170 0.000 1.848 
Public Contractor's Tax (1.639) (1.371) (1.521) (4.531) 
U.S. Mineral Royalty 6.038 5.000 0.000 1.038 


Total General Fund $14,855 $6,117 $3,119 $24,091 
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Figure 6 shows the amended total estimates by revenue category as contained in HJR 2. Actual fiscal 
2000 collections are shown, along with projections for fiscal 2001 through 2003. 


Figure 6 
House Joint Resolution 2 
General Fund Revenue Estimates 
In Millions 


Percent Adj. Actual Estimated Estimated Estimated Estimated Estimated Cumulative 
Source of Revenue of Total* Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 % of Total 


Individual Income Tax 44.37%  $516.262 $545.356 $575.077 $598.531 $1,061.618 $1,173.608 48.70% 
Property Tax 16.69% 194.197 175.065 173.754 178.828 369,262 352.582 63.34% 
Corporation Income Tax 7.79% 90.683 74.626 72.903 74.394 165.309 147.297 69.45% 
Vehicle Tax 0.00% 0.000 0.000 0.000 0.000 0.000 0.000 69.45% 
Common School Interest and Inc: 3.81% 44.296 47.924 42.621 43.600 92.220 86.221 73.03% 
Insurance Tax & License Fees 3.38% 39.334 40.810 42.656 44.030 80.144 86.686 76.62% 
Coal Trust Interest 3.37% 39.195 S9.L17. 39.133 39.043 78.312 78.176 79.87% 
US Mineral Royalty 1.65% 19.243 27.845 21.756 20.474 47.088 42.230 81.62% 
All Other Revenue 1.76% 20.488 48.460 34.232 19.462 68.948 53.694 83.85% 
10 Tobacco Settlement 2.99% 34.804 15.677 18.925 19.147 50.481 38.072 85.43% 
11 Telecommunications Excise Tax 0.55% 6.366 21,523 18.756 19.113 27.889 37.869 87.00% 
| 12 Video Gambling Tax 1.19% 13.851 13.828 13.796 15.107 27.679 28.903 88.20% 
|13 Treasury Cash Account Interest 1.38% 16.088 17.703 14.696 14.127 33.791 28.823 89.40% 
14 Estate Tax 1.64% 19.039 19.691 17.118 10.097 38.730 27.215 90.52% 
15 Oil & Natural Gas Production Tax 0.98% 1363 14.188 12.407 11.985 25.551 24.392 91.54% 
16 Motor Vehicle Fee 1.01% 11.716 12.954 11.772 12.004 24.670 23.776 92.52% 
17 Public Institution Reimbursement 0.97% 11.345 14,755 12.521 12.932 23.100 25.453 93.58% 
18 Coal Severance Tax 0.82% 9.502 8.918 9.073 9.058 18.420 18.131 94.33% 
19 Liquor Excise & License Tax 0.62% (ihe 7.534 7.925 8.383 14.706 16.308 95.01% 
20 Cigarette Tax 0.73% 8.464 8.222 8.057 7.889 16.686 15.946 95.67% 
21 Investment License Fee 0.46% 5.390 6.081 6.580 7.119 11.471 13.699 96.24% 
22 Lottery Profits 0.50% 5.841 6.197 6.281 6.372 12.038 12.653 96.76% 
23 Liquor Profits 0.51% 5.900 5.659 5.977 6.267 11.559 12.244 97.27% 
| 24 Nursing Facilities Fee 0.52% 6.055 5.533 5.547 5.575 11.588 11.122 97.73% 
25 Foreign Capital Depository Tax 0.00% 0.000 0.000 0.000 0.000 0.000 0.000 97.73% 
26 Electrical Energy Tax 0.41% 4.829 4.562 4.644 4.664 9.391 9.308 98.12% 
27 Metalliferous Mines Tax 0.23% 2.703 4.063 4.706 4,553 6.766 9.259 98.50% 
28 Highway Patrol Fines 0.35% 4.028 4.096 4.166 4.237 8.124 8.403 98.85% 
29 Public Contractors Tax 0.19% 2.162 1.887 2.441 2.478 4.049 4.919 99.06% 
30 Wholesale Energy Tax 0.16% 1.895 3.500 3.568 3.614 5.395 7.182 99.36% 
31 Tobacco Tax 0.17% 2.017 2.13% 2.265 2.400 4.154 4.665 99.55% 
32 Driver's License Fee 0.20% PEE ES 2.165 2.178 2.194 4.498 4.372 99.73% 
33 Railroad Car Tax 0.18% 2.101 1.665 1.688 1.718 3.766 3.406 99.87% 
34 Wine Tax 0.09% 1.017 1.059 1.107 1.156 2.076 2.263 99.97% 
135 Beer Tax 0.03% 0.370 0.386 0.403 0.421 0.756 0.824  100.00% 
|36 Telephone License Tax 0.30% 3.491 0.000 0.000 0.000 3.491 0.000  100.00% 
37 Long Range Bond Excess 0.01% 0.101 0.000 0.000 0.000 0.101 0.000  100.00% 


on oOo oO ke  OOoULUmDUlU 


wo 


Total General Fund 100,00% 
* For Fiscal 2000 
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It should be noted that the legislature discussed three issues that would significantly increase available 
general fund revenues during fiscal 2001, 2002, and 2003. These issues were the Montana Power 
asset sales, oil and gas audit settlement payments, and the failure of employers to remit the 
appropriate amount of withholding income taxes. The legislature felt compelled to estimate general 
fund revenues conservatively and adjusted the estimates for only a portion of the under withholding of 
individual income taxes. This decision was based on testimony by the Department of Revenue and the 
procedures outlined to notify employers of the withholding amounts payable. The potential positive 
impact on future individual income tax estimates was not incorporated into the estimates. The 
estimates were not adjusted for any potential capital gains income taxes due to the Montana Power 
asset sales. In addition, the potential for a major oil and gas audit settlement payment was not included 
in the estimates. In early May, the Department of Revenue notified the Legislative Fiscal Division that 
they had negotiated a $25 million audit settlement, a portion of which is general fund. 


REVENUE IMPACTS OF OTHER LEGISLATION 


Figure 7 shows the general fund revenue impacts of legislation enacted by the Fifty-seventh 
Legislature. If more than one bill was enacted that impacts a given revenue source, the cumulative 
impact of the bills is shown for each revenue component. 
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Figure 7 
Revenue Legislation Impacts of 57th Legislature 
Total General Fund 
In Millions 


Estimated Estimated Estimated Estimated Estimated 
Source of Revenue Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 


Individual Income Tax $0.000 ($0.082)  ($5.393)  $0.000 = ($5.475) 
Property Tax 0.000 (2.783) (2.138) 0.000 ~—*(4.921) 


1 

2 

3 Corporation Income Tax 8.523 8.640 8.460 8.523 17.100 
4 Vehicle Tax : 0.000 77.319 77.291 0.000 154.610 
5 Common School Interest and Income 0.000 6.082 7.633 0.000 13.715 
6 Insurance Tax & License Fees 0.000 0.010 0.020 0.000 0.030 
7 Coal Trust Interest 0.000 (2.732) (2.767) 0.000 (5.499) 
8 US Mineral Royalty 0.000 0.000 0.000 0.000 0.000 
9 All Other Revenue 0.000 73.483 3472 0.000 76.655 
10 Tobacco Settlement 0.000 0.000 0.000 0.000 0.000 
11 Telecommunications Excise Tax (1.904) 1.497 2.000 (1.904) 3.497 
12 Video Gambling Tax 6.914 27.722 30.085 6.914 57.807 
13 Treasury Cash Account Interest 0.000 (0.025) (0.025) 0.000 (0.050) 
14 Estate Tax 0.000 0.000 0.000 0.000 0.000 
15 Oil & Natural Gas Production Tax 0.000 0.000 (0.001) 0.000 (0.001) 
16 Motor Vehicle Fee 0.000 13.410 13.688 0.000 27.098 
17 Public Institution Reimbursements 0.000 0.000 0.000 0.000 0.000 
18 Coal Severance Tax 0.000 0.000 0.000 0.000 0.000 
19 Liquor Excise & License Tax 0.000 1.736 1.837 0.000 3.573 
20 Cigarette Tax 0.000 0.000 0.000 0.000 0.000 
21 Investment License Fee 0.000 0.000 0.000 0.000 0.000 
22 Lottery Profits 0.000 (0.032) (0.194) 0.000 (0.226) 
23 Liquor Profits 0.000 (0.146) (0.422) 0.000 (0.568) 
24 Nursing Facilities Fee 0.000 0.000 0.000 0.000 0.000 
25 Foreign Capital Depository Tax 0.000 0.000 0.000 0.000 0.000 
26 Electrical Energy Tax 0.000 0.000 0.000 0.000 0.000 
27 Metalliferous Mines Tax 0.000 0.000 0.000 0.000 0.000 
28 Highway Patrol Fines 0.000 0.025 0.025 0.000 0.050 
29 Public Contractors Tax 0.000 0.000 0.000 0.000 0.000 
30 Wholesale Energy Tax 0.000 0.000 0.000 0.000 0.000 
31 Tobacco Tax 0.000 0.000 0.000 0.000 0.000 
32 Driver's License Fee 0.000 0.000 0.000 0.000 0.000 
33 Railroad Car Tax 0.000 0.000 0.000 0.000 0.000 
34 Wine Tax 0.000 0.193 0.201 0.000 0.394 
35 Beer Tax 0.000 2.482 2.592 0.000 5.074 
36 Telephone License Tax 0.000 0.000 0.000 0.000 0.000 
37 Long Range Bond Excess 0.000 0.000 0.000 0.000 0.000 


Total General Fund $13.533  $206.799 $136.064  $13.533 $342,863 
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CONSOLIDATED GENERAL FUND REVENUE ESTIMATES 


Figure 8 shows the revised general fund revenue estimates by source which is the sum of HJR 2 
estimates and all legislation impacts. These estimates are used in the preceding “General Fund 
Summary” section in determining the ending general fund balance. 


Figure 8 
House Joint Resolution 2 Plus Legislation Impacts 
General Fund Revenue Estimates 
In Millions 


Percent Adj. Actual Estimated Estimated Estimated Estimated Estimated Cumulative 
Source of Revenue of Total* Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 % of Total 


1 Individual Income Tax 44.37%  $516.262 $545.356 $574.995 $593.138 $1,061.618 $1,168.133 42.44% 
2 Property Tax 16.69% 194.197 175.065 170.971 176.690 369.262 347.661 55.07% 
3 Corporation Income Tax 7.79% 90.683 83.149 81.543 82.854 173.832 164.397 61.04% 
4 Vehicle Tax 0.00% 0.000 0.000 77.319 77.291 0.000 154.610 66.66% 
5 Common School Interest and Inc: 3.81% 44.296 47.924 48.703 51.233 92.220 99.936 70.29% 
6 Insurance Tax & License Fees 3.38% 39.334 40.810 42.666 44.050 80.144 86.716 73.44% 
7 Coal Trust Interest 3.37% 39.195 39.117 36.401 36.276 78.312 72.677 76.08% 
8 US Mineral Royalty 1.65% 19.243 27.845 21756 20.474 47.088 42.230 77.61% 
9 All Other Revenue 1.76% 20.488 48.460 107.715 22.634 68.948 130.349 82.35% 
10 Tobacco Settlement 2.99% 34.804 15.677 18.925 19.147 50.481 38.072 83.73% 
11 Telecommunications Excise Tax 0.55% 6.366 19.619 20.253 21,113 25.985 41.366 85.23% 
12 Video Gambling Tax 1.19% 13.851 20.742 41.518 45.192 34,593 86.710 88.39% 
13 Treasury Cash Account Interest 1.38% 16.088 17.703 14.671 14.102 33.791 28.773 89.43% 
14 Estate Tax 1.64% 19.039 19.691 17.118 10.097 38.730 20.219 90.42% 
15 Oil & Natural Gas Production Tax 0.98% 11.363 14.188 12.407 11.984 25.551 24.391 91.31% 
16 Motor Vehicle Fee 1.01% 11.716 12.954 25.182 25.692 24.670 50.874 93.15% 
17 Public Institution Reimbursement 0.97% 11.345 11,705 12.521 12.932 23.100 25.453 94.08% 
18 Coal Severance Tax 0.82% 9.502 8.918 9.073 9.058 18.420 18.131 94.74% 
19 Liquor Excise & License Tax 0.62% hAte 7.534 9.661 10.220 14.706 19.881 95.46% 
20 Cigarette Tax _ 0.73% 8.464 8.222 8.057 7.889 16.686 15.946 96.04% 
21 Investment License Fee 0.46% 5.390 6.081 6.580 7.119 11.471 13.699 96.54% 
22 Lottery Profits 0.50% 5.841 6.197 6.249 6.178 12.038 12.427 96.99% 
23 Liquor Profits 0.51% 5.900 5.659 5.831 5.845 11.559 11.676 97.41% 
24 Nursing Facilities Fee 0.52% 6.055 5/533 5.547 Seis 11.588 11.122 97.82% 
25 Foreign Capital Depository Tax 0.00% 0.000 0.000 0.000 0.000 0.000 0.000 97.82% 
26 Electrical Energy Tax 0.41% 4.829 4.562 4.644 4.664 9.391 9.308 98.15% 
27 Metalliferous Mines Tax 0.23% 2.703 4.063 4.706 4.553 6.766 9.259 98.49% 
28 Highway Patrol Fines 0.35% 4.028 4.096 4.191 4.262 8.124 8.453 98.80% 
29 Public Contractors Tax 0.19% 2.162 1.887 2.441 2.478 4.049 4.919 98.98% 
30 Wholesale Energy Tax 0.16% 1.895 3.500 3.568 3.614 5.395 7.182 99.24% 
31 Tobacco Tax 0.17% 2.017 2.137 2.265 2.400 4.154 4.665 99.41% 
32 Driver's License Fee 0.20% 2.203 2.165 2.178 2.194 4.498 4.372 99.57% 
33 Railroad Car Tax 0.18% 2.101 1.665 1.688 1.718 3.766 3.406 99.69% 
34 Wine Tax 0.09% 1.017 1.059 1.300 1.307 2.076 2.657 99.79% 
35 Beer Tax 0.03% 0.370 0.386 2.885 3.013 0.756 5.898  100.00% 
36 Telephone License Tax 0.30% 3.491 0.000 0.000 0.000 3.491 0.000  100.00% 
37 Long Range Bond Excess 0.01% 0.101 0.000 0.000 0.000 0.101 0.000  100.00% 














Total General Fund 100.00% $1,163.641 $1,213.719 $1,405.528 $1,347.036 $2,377.360 $2,752.564 100.00% 
* For Fiscal 2000 
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Figure 9 shows the revenue contribution to the general fund account by the most significant revenue 
components. During the 2003 biennium, over 66 percent of total general fund revenue will come from 
income, property, and vehicle taxes, while about 7 percent will be generated from investment earnings. 
Natural resource taxes are estimated to produce about 2 percent of total general fund revenue during 
the 2003 biennium. The information shown in Figure 9 illustrates the significant dependence the state 
has on income, property, and vehicle taxes to fund general government operations. In addition, Figure 
5 shows the general fund account will receive an estimated $201 million in the 2003 biennium from 
investment earnings. Although these revenues are due to the investment by the state of taxpayer 
dollars, these monies can be viewed as taxpayer savings or relief. Without these revenues, the state 
would either have to cut services, increase other revenues, or do a combination of both. 


Figure 9 
General Fund Revenue 
By Major Component 2003 Biennium 


GAII Other Revenue 
21.0% 


@ Insurance Tax 


3.2% 


Property Tax & Non 
Levy 


12.6% @ Individual Income Tax 


42.4% 


@ Natural Resource 
Taxes 
1.9% 
‘ / ; 
OInvestment Earnings _/ B Corporation Income 


7.3% j 2 
O Vehicle Tax Tax 
5.6% 6.0% 


2001 Biennium 2003 Biennium 
Estimate Estimate Percent 
Major Category Millions Millions Change 


Individual Income Tax $1,061.618 $1,168.133 10.03% 
Corporation Income Tax 173.832 164.397 -5.43% 
Vehicle Tax 0.000 154.610 

Investment Earnings 204.323 201.386 -1.44% 
Natural Resource Taxes 50.737 51.781 2.06% 
Property Tax & Non Levy 369.262 347.661 -5.85% 
Insurance Tax 80.144 86.716 8.20% 
All Other Revenue 437.444 577.880 82.10% 


Total General Fund $2,377.360 $2,752.564 15.78% 





Total general fund revenues for the 2003 biennium are projected to increase 15.8 percent over the 
2001 biennium projections. The comparative change by major revenue category is shown at the 
bottom of Figure 9. Included in this increase is $277.2 million of additional revenue due to the 
enactment of HB 124, the local government funding bill, and $75 million due to the enactment of SB 
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495, the public schools mineral rights purchase legislation. Excluding the increases resulting from 
these two bills, the biennial general fund increase is 1.0 percent. 


GENERAL FUND REVENUE ASSUMPTIONS 


General fund revenues in fiscal 2000 were above the estimate mainly because of strong growth in 
individual income tax collections and unanticipated one-time corporation income taxes. 


The rate of growth in individual income tax revenues is expected to slow in fiscal 2001 when compared 
to fiscal 1999 and 2000, and increase about 5 percent in fiscal 2002 and 2003. Wage and salary 
income grew by only 4.3 percent in calendar 1999 compared with the rapid growth of 5.7 percent in 
calendar 1998. Growth in wage and salary income in calendar 2000 is expected to be 5.6 percent due 
to increased employment in construction, services and trade. However, growth in wage and salary 
income is expected to slow in calendar 2001 through 2003 to slightly above 4.5 percent per year, as a 
slowdown in corporate and business profits reduces hiring, and as inflation moderates. 


Growth in capital gain income is also likely to moderate during the 2003 biennium. The rising stock 
market in the latter half of the 1990’s provided a boost to state and national income tax revenues 
derived from capital gains. The stock market in calendar 2000 has been volatile, but is essentially no 
higher in November than it was in January. The outlook by many national forecasting firms for growth 
in the S&P 500 index in the next two years is for a slowly increasing market with high volatility where 
losses and gains are equally probable. 


Corporate profits are expected to range from stable to a modest increase, while interest earnings will be 
down slightly because cash balances available for investment will be stable to declining. Revenues 
from natural resource taxes will be up due to higher prices for oil and natural gas. Finally, property tax 
revenue will decrease due to legislation enacted by Fifty-sixth Legislature. 


Corporate profits during the 2001 biennium had a large one-time increase from the sale of Montana 
Power Company electrical generation assets and other significant one-time transactions. All but the 
telecommunications assets of the Montana Power Company have been offered for sale and buyers 
announced. These sales may produce another windfall in corporate taxes in the future, but their level 
and timing is unknown. The legislative estimates do not include revenue for the potential impact of 
these sale events. 


Property tax revenues from real estate and vehicles will be down during the 2003 biennium, after 
remaining flat during the 2001 biennium. Most of this moderation and decline are the result of property 
tax cuts enacted by the Fifty-sixth Legislature. The tax rate cuts included moderate reductions for 
residential and commercial real estate, agricultural land, and timberland, which offset the phase-in of 
the 1997 reappraisal values. In addition, large tax rate cuts were authorized for business equipment, 
electrical generation, and telecommunications property. To partially offset these property tax revenue 
declines, the Fifty-sixth Legislature increased tax rates on wholesale sales of electrical energy and 
retail sales of telecommunications services. 


Tax rate cuts for light vehicles were also enacted by the Fifty-sixth Legislature. Tax rates on light 
vehicles were reduced by 30 percent, and the legislature reallocated the remaining revenue almost 
entirely to local governments and schools. In November 2000, the populace voted on and approved an 
initiative to change the levy on light vehicles from a tax to a registration fee. 
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Economic conditions and the impact on state revenues are fairly certain for fiscal 2001. Current prices 
for oil, natural gas, and cattle are up relative to their levels in calendar 1998 and 1999. Oil and natural 
gas prices are expected to retract in calendar 2001. Business revenues and corporate revenues will be 
under pressure as the slowdown in the national economy continues to occur. In order for businesses 
and corporations to maintain net incomes, it is likely that business expansion will moderate, which 
should result in reduced hiring. 


The outlook for the 2003 biennium is much less certain. The futures market for oil and natural gas 
prices has built-in steady price declines. Average national oil prices are expected to fall to between $20 
and $22 per barrel in calendar 2002 and 2003, down from $29 per barrel in 2000. Metals prices are 
expected to remain stable. 


NON-GENERAL FUND REVENUE ESTIMATES 


Figure 10 shows estimates for selected non-general fund revenue for fiscal years 2001, 2002, and 
2003. These estimates were adopted because of their importance in the budgeting process. 


Figure 10 
Non-General Fund Revenue Estimates 
In Millions 


Percent | Adj. Actual | Estimated | Estimated | Estimated | Estimated | Estimated | Cumulative 

1 Arts Trust Interest 0.07% $0.254 $0.301 $0.317 $0.331 $0,555 $0.648 0.11% 
2 Capital Land Grant Interest and Income 0.53% 1.914 0.425 0.570 0.889 2.339 1.459 0.26% 
3 Deaf & Blind Interest and Income 0.07% 0.248 0.243 0.249 0.254 0.491 0.503 0.09% 
4 Diesel Tax 15.63% 56.455 57.584 59.444 61.206 114.039 120.650 21.37% 
5 Federal Forest Receipts 1.74% 6.283 7.437 10.714 10.856 13.720 21.570 3.82% 
6 Gasoline Tax 36.15%} 130.552 127.259 128.640 129.314 257.811 257.954 45.70% 
7 GVW and Other Fees 9.75% 35.211 33.658 27.908 27.693 68.869 55.601 9.85% 
8 Lodging Facility Use Tax 3.08% 11.120 11.621 12.144 12.692 22.741 24.836 4.40% 
9 Parks Trust Interest 0.29% 1.051 1.091 1.123 1.102 2.142 2.275 0.40% 
10 Pine Hills Interest and Income 0.08% 0.300 0.308 0.315 0.325 0.608 0.640 0.11% 
11 Property Tax: 6 Mill 3.65% 13.189 12.484 11.889 12.092 25.673 23.981 4.25% 
12 Property Tax: 9 Mill 2.35% 8.481 6.585 6.687 6.854 15.066 13.541 2.40% 
13 Regional Water Trust Interest 0.00% 0.032 0.473 0.775 1.078 0.505 1.853 0.33% 
14 Resource Indemnity Tax 1.88% 6.793 3.140 2.904 2.809 9,933 5.713 1.01% 
15 RIT Trust Interest 2.54% 9.184 7.467 7.582 7.609 16.651 15.191 2.69% 
16 Tobacco Trust Interest 0.00% 0.000 0.225 1.044 1.983 0.225 3.027 0.54% 
17 TSE Trust Interest 1.42% 5.123 6.173 7.088 7.952 11.296 15.040 2.66% 


Total Non-General Fund 100,.00%| $286.19) | $276,474} $279,393] $285,089} $562,664} $564.482|  100,00% 


* For fiscal 2000 





A complete summary of each general fund and non-general fund revenue source is contained in 
Volume 2 — “Revenue Estimates”. Each summary provides information on the particular source of 
revenue including description, applicable tax or fee rates, and distribution mechanisms. A legislation 
impact table (if applicable) is shown summarizing all bills that impact the particular source of revenue. 
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SUMMARY OF TAX POLICY 


Although certain legislation enacted by the 2001 legislature impacted taxes, these changes were not 
major in scope nor do they indicate a major change in the state’s tax policy. Of the seven bills 
described below, five change a taxpayer’s taxable income through changes in tax credits or 
exemptions. Of the other two, one increases tax revenue through more stringent reporting 
requirements, and the other phases-in vehicle tax decreases over a three-year period. Figure 11 
shows the general fund impact, by source, for each bill over the three-year period, fiscal 2001 through 
2003. The following narrative discusses the tax impact of each bill. 


Figure 11 
Select Tax Policy Legislation Passed by 57th Legislature 
Estimated Total General Fund Impact 


Bill Number and Short Title Revenue Source Fiscal 2001 Fiscal 2002 Fiscal 2003 
Tax Liability Changes 


HB0377 Revise qualified endowment tax credit -- 6-year extension Corporation tax $0 $0 ($269,000) 
HB0377 Revise qualified endowment tax credit -- 6-year extension Income tax 0 0 (5,196,000) 
SB0245 Montana farm and ranch risk management account Income tax 0 0 (700,000) 
SB0494. Revise retail telecommunications excise tax Telecommunications (1,904,000) 1,497,000 2,000,000 
SB0506 Encourage alternative energy and electrical generation Income tax 0 0 (746,164) 


SB0506 Encourage alternative energy and electrical generation Other (148,819) (148,819) 
SB0508 Encourage electrical generation in Montana -- property tax incentive Property-40 mill 0 (111,989) 
SB0508 Encourage electrical generation in Montana -- property tax incentive Property-55 mill 0 (153,985) 


Total ($1,904,000) $1,348,181 ($5,325,957) 


Other Changes 


HBO143 Revise income tax laws for pass-through entities Income tax $0 ($115,000) $1,185,000 
HBO0247 Phase-in reduction of fees in lieu of tax for heavy trucks Vehicle tax 0 0 (263,279) 


Total $0 ($115,000) $921,721 
Grand Total ($1,904,000) $1,233,181 ($4,404,236) 





CHANGES IN TAX LIABILITY 


House Bill 377 - Legislation allowing a credit against corporation license taxes and individual income 
taxes for contributions to qualified endowments was to terminate December 31, 2001. House Bill 377 
extends the termination date for the credit to December 31, 2007, thus reducing general fund revenue 
as compared to current law. It also: 1) decreased the amount of contributions from individual taxpayers 
that are eligible for the credit from 50 percent to 40 percent; and 2) decreased the amount of 
contributions from corporate taxpayers that are eligible for the credit from 50 percent to 20 percent. 


Senate Bill 245 - Farm and ranch risk management trust accounts may be established for eligible 
agricultural businesses as a risk management tool for an individual or family farm corporation. Deposits 
to the account can be excluded from adjusted gross income, not to exceed the lesser of 20 percent of 
the taxpayer's net agricultural income or $20,000 a year. Deposits to an account must be distributed 
within five years from the time they were made and are considered taxable income at that time. The 
legislation terminates when the director of the Department of Revenue certifies that a similar program is 
enacted at the federal level. 
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Senate Bill 494 - The telecommunications excise tax credit for investments in advanced 
telecommunications infrastructure improvements is suspended for the 2003 biennium. In addition, the 
legislation clarifies certain charges that can be taxed. Although the clarification increases the 
Department of Revenue’s ability to fully collect the tax beginning in fiscal 2002, it lessens the ability to 
collect the tax through compliance efforts in fiscal 2001. 


Senate Bill 506 - The legislation addresses alternative energy by offering property and income tax 
incentives and establishing a revolving loan account to fund alternative energy sources. An exemption 
from property taxes is allowed for machinery and equipment used in qualifying energy generation 
facilities built after July 1, 2001. The Department of Revenue estimates that $122 million in new 
taxable value for equipment will be exempt from taxation in the 2003 biennium. Since this amount is an 
exemption for equipment not anticipated in House Joint Resolution 2, there is no reduction to current 
law general fund property tax revenue. The legislation also expands the following credits, thus 
reducing general fund revenue by the indicated amount: 1) energy-conservation credit on residential 
and commercial buildings ($469,000); 2) geothermal system credit ($199,070); 3) nonfossil generation 
credit ($75,500); and 4) commercial or net metering system alternative energy investment credit 
($2,594). The legislation also exempts wind turbines erected on state land from the wholesale energy 
tax and allows local governments to create special improvement districts to purchase and manage 
alternative energy production facilities. Penalties for air quality violations that previously were 
deposited to the general fund ($148,819) are now deposited to the revolving loan account to fund 
alternative energy sources (see “All Other Revenue” in Volume 2, page 123). The Department of 
Environmental Quality administers this account to provide loans to individuals and small businesses to 
build alternative energy systems and to generate energy for their own use and for net metering. 


Senate Bill 508 - The legislation provides for a property tax exemption of new electrical generation 
facilities for a five or ten year period following commencement of construction of the facility: The 
exemption for coal-fired steam and water driven turbines is ten years and is five years for facilities 
powered by oil or natural gas. The facility must offer at least 50 percent of its power on a cost based 
rate (cost + 12 percent) for a period of twenty years from the date of the facility’s completion. The loss 
to the state general fund is expected to be $266,000 in fiscal 2003 for both the 40 and 55 mills property 
tax, under the assumption that a plant to be built by Northwest Public Services would have been built 
anyway. The legislation also provides for the collection by county governments of an ongoing 
infrastructure impact fee to be paid for by the electrical generation facility's owners. The impact fee for 
the first two years of operation may not exceed 0.75 percent of the facilities total cost of construction. 
The impact fee for facilities not powered by oil or natural gas may not exceed 0.1 percent of the 
facility’s cost for the next four years, and may not exceed 0.08 percent for the final four years. If the 
facility uses oil or natural gas, the impact fee may not exceed 0.1 percent of the facility cost in the final 
three years of the five-year exemption period. It is expected that the impact fee may generate up to 
$1.1 million for local governments in fiscal 2003. The impact fee revenue must be shared with the local 
school district, but the method of determining the division of the proceeds is not specified. The 
receiving governments must deposit the revenue in a new electrical generation impact fund and may 
spend the money for any purpose allowed by law. / 


RS a a aN 
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OTHER 


House Bill 143 - The legislation increases individual income taxes by requiring S corporations, 
partnerships, limited liability companies, and other pass-through entities to include their distributive 
share of income for income tax purposes. The legislation also provides a credit to resident taxpayers 
for a portion of income taxes paid to another state or country by an S corporation of which the resident 
is a shareholder. 


House Bill 247 - Fees in lieu of property taxes on buses, trucks greater than 1 ton, and truck tractors 
are reduced in half over a three-year period beginning January 1, 2003. With passage of House Bill 
124, this revenue is deposited to the general fund. Therefore, general fund revenues are reduced 
beginning fiscal 2003. 
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APPROPRIATIONS SUMMARY 


INTRODUCTION 


This section summarizes the major legislative appropriations for ongoing costs of operating state 
government. HB 2 (the general appropriations act) is the primary vehicle used by the legislature to 
provide these appropriations. However, two major pieces of legislation passed by the 2001 legislature 
are either not included in the HB 2 numbers or have a direct impact on the HB 2 appropriation, and 
result in HB 2 being the vehicle for less on-going general fund appropriations in the 2003 biennium than 
in the previous biennium, with more appropriations being made in statute (and therefore not subject to 
regular, biennial review). 
e HB 124, the local government funding bill, made a number of changes in the way local 
governments are funded. There are three primary impacts to HB 2: 
» Elimination of the local government reimbursement in the Department of Revenue 
' appropriation, replacing it with a statutory appropriation. This reduced the HB 2 general 
fund budget by $70.6 million from the 2001 biennium level. The statutory appropriation is 
about $164 million in the 2003 biennium (partially offset by increases in general fund 
revenue) 
= Replacement of certain state special revenue mill levy funds with general fund in the 
Department of Public Health and Human Services for various welfare functions. Total 
general fund added was $28.6 million, while state special revenue was reduced by $27.3 
million (the primary difference results from funding portions of the pay plan) 
«= Provision of general fund costs of state assumption of the district courts in a statutory 
appropriation (up to $25 million), with administrative costs (over $0.8 million) added to HB 2 
e HB 13, the pay plan bill, includes $31.1 million general fund and $69.8 million total funds to 
implement the 2003 biennium pay plan. These figures are not included in HB 2 


While these actions reduce general fund in HB 2 due to the manner in which they are provided, HB 2 
also contains one-time-only spending authority of $75.0 million in the Department of Natural Resources 
and Conservation that exists to expend a loan from the permanent coal tax trust to purchase mineral 
rights. This expenditure, therefore, tends to inflate the totals in the bill. 


When examining these figures, please note that general fund and total funds include $812,778 general 
fund appropriated by the legislature in HB 2 to the Department of Revenue contingent upon passage of 
SB 512 (imposing an energy excess revenue tax). This bill did not pass. 


APPROPRIATIONS HIGHLIGHTS 


The following summarizes certain appropriations highlights in HB 2. The highlights are briefly 
summarized below and discussed in more detail in the sections that follow. Figure 12 not only shows 
the total appropriations by category in the 2003 biennium, but compares this total to the 2001 biennium 
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to provide a total dollar (or total in the case of FTE) and percentage increase over the previous 
biennium. The table also shows the percent of the total increase provided to the various components, 
and the resulting percent that component is of total budget. (For example, general fund increased by 
$157.6 million, or 7.3 percent over the 2001 biennium. Of the total fund increase of $851.7 million, 
general fund is 18.5 percent, and now constitutes 39.4 percent of the total budget.) 


Figure 12 
2001 to 2003 Biennium 
Selected Appropriations Highlights 


2003 Biennium 2001 - 2003 2001 - 2003 


Percent of Percent of 


roe 


Fund Type 
General Fund 


State Special 
Federal 
Other 


Total 


General Fund 
Human Services 
K-12 Education 
Higher Education 
Corrections 
All Other 


Total 


Total Funds 
Human Services 
K-12 Education 
Higher Education 
Corrections 
All Other 


Total 


Dollar (Total) 


10,915.69 


$2,318,845,964 
783,657,292 
2,757,624,798 
28,727,636 


$5,888,855,690 


$536,062,110 
1,003,742,929 
273,566,355 
194,183,849 
311,290,721 


$2,318,845,964 


$2,053,929,949 
1,223,983,435 
392,457,752 
200,757,796 
2,017,726,758 


Dollar (Total) Percent 


Factor Amount Increase Increase Increase Budget 


488.73 


$157,625,279 
18,709,600 
668,828,615 
6,571,563 


$851 ,735,057 


$74,712,437 
26,692,068 
21,997,881 
14,590,432 


19,632,461 


$157,625,279 


$450,774,766 
83,697,034 
32,782,041 
16,070,486 
268,410,730 


4.7% 


‘$5,888,855,690 $851,735,057 





e General fund increases by $157.6 million, or 7.3 percent, from the 2001 biennium. Education 
and human services comprise over 78 percent of this increase. Human services, education, 
and corrections account for almost 88 percent of the growth. With very few exceptions, the 
increase in general fund is to maintain or expand existing programs, rather than to start new 
programs 

e Total funds increase $851.7 million, or 16.9 percent, from the 2001 biennium level. Growth in 
federal funds is $668.8 million, or over 78 percent of the total increase in funds. Human 
services, K-12 education, and transportation are over 76 percent of the total growth 

e Human services show both the highest general fund dollar and percentage growth ($74.7 million 
and 16.2 percent), and the highest total funds dollar and percentage growth ($450.8 million and 
28.1 percent) 
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e Over half of all general fund expenditures in HB 2 (55.1 percent) support education (although 
this percentage is declining due to a combination of higher growth in other areas and falling 
enrollments). Human services add another 23.1 percent. Over 78 percent of all government 
general fund spending contained in HB 2 goes to support those three areas. With corrections 
added, the total increases to almost 88 percent 

e The legislature added 488.73 FTE (308.53 FTE if accounting changes and impacts of past 
legislation are removed). Of the adjusted total, over 55 percent were added to the Departments 
of Public Health and Human Services and Corrections (for a further discussion, see “State 
Employees — FTE Summary” on page 106 of this volume) 

e Due to the passage of HB 124, which, among other things, provides a statutory appropriation for 
many local government reimbursements, and if the one-time provision of authority to spend a 
loan from the permanent coal tax trust of $75.0 million is not included, HB 2 now comprises 
about 82 percent of all state general fund appropriations, compared to almost 92 percent in the 
2001 biennium. This increase in statutory appropriations means that fewer appropriations as a 
percentage of total state expenditures are regularly reviewed and authorized every two years 

e Ina trend observed for several biennia, federal funds continue to comprise a greater percentage 
of the state budget, primarily due to continued increases in human services costs (and in the 
percentage of those costs borne by the federal government) and highway construction 


The following sections examine appropriations from two perspectives: 
1. fund type; and 
2. functional area of government. 


APPROPRIATIONS BY FUND TYPE 


This section compares appropriations made by the legislature by fund type: 1) general fund; 2) state 
special revenue; 3) federal; and 4) other. 


Figure 13 shows a breakdown of HB 2, by source of funding. As shown, federal funds are the largest 
single funding source. 


Figure 13 
HB 2 Appropriations by Fund Type 
2003 Biennium 


General Fund 
$2.318.8 million 
39.4% 





Federal 
$2,757.6 million 
6, 


State Special 
$18.7 million 
13.3% 


Total Appropriations - $5,888.9 million 
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Figure 14 shows what percent of total funds growth from the 2001 to the 2003 biennia are attributable 
to each fund type. As shown, federal funds increased by $668.8 million, or 78.5 percent of the total 
increase of $851.7 million. As a result, federal funds increased as a share of the budget from 41.5 
percent in the 2001 biennium to 46.8 percent in the 2003 biennium. 


Figure 14 
Distribution of Total Fund Increases by Fund Type 
2003 Biennium 
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GENERAL FUND 


General fund increases by $157.6 million (7.3 percent) to $2,318.8 million in the 2003 biennium. 
General fund in HB 2 represents 82 percent of all general fund appropriated by the legislature. Of this 
increase, $75.0 million, or almost half, represents one-time-only spending authority for a loan from the 
permanent coal tax trust to purchase mineral rights for the benefit of schools. Simultaneously, statutory 
appropriations replaced a significant amount of general fund in HB 2, and costs of state assumption of 
the district courts do not appear in HB 2. 


The funding priorities of the legislature in HB 2, as measured by provision of increased funding, include 
the following. As stated earlier, the legislature, with few exceptions, funded existing programs rather 
than new programs. 
e Maintenance of Medicaid services for current recipients 
e Provision of human services provider rate increases, and increased wages for direct care 
workers 
e Provision of increased support for K-12 education, and establishment of a dedicated revenue 
source through a loan from the permanent coal tax trust to purchase mineral rights 
¢ Maintenance of additional corrections staff and provision of secure facilities and community 
corrections for the anticipated population 
e Replacement of reduced 6-mill levy in the university system and increased support per student 
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Maintenance of current state employee (including university system employees) personal 
services costs at the statutory level (with provision of vacancy savings), with elimination of 
funding in the next biennium for certain FTE vacant for an extended period of time, and a global 
reduction in personal services to effect higher vacancy savings 

Expansion of human services staff, including staff at Montana State Hospital and to transition 
people from the state facilities for the developmentally disabled 

Establishment of an Office of Economic Development 


The following figure shows the allocation of general fund increases by functional area of government. 


Figure 15 
General Fund Increases by Area of Government 
2001 to 2003 Biennia 
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Human services, education, and corrections received 87.6 percent of the total general fund increase 
provided, or $138 million. Each of these areas is discussed in more detail in the “Appropriation by 
Functional Area of Government” section. 


The Department of Public Health and Human Services was increased by $74.7 million, or 16.2 
percent. Primary areas of increase are to maintain services to existing eligible persons, provide 
increased compensation to service providers and direct care workers, expand the Children’s 
Health Insurance Program, and implement HB 124. General fund was offset by the 


establishment an intergovernmental transfer program, reducing in the Mental Health Services 


Plan, and replacing general fund with certain federal and state special revenues, including 
TANF and alcohol tax 

K-12 education increased two ways: 1) additional BASE aid to implement schedule increases in 
HB 121; and 2) a flexible spending account of $5.0 million. Within the Department of Natural 
Resources and Conservation, $75.0 million general fund spending authority was provided to 
allow expenditure of a loan from the permanent coal tax trust to purchase mineral rights for the 
benefit of schools 
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Higher education increased $22.0 million, or 8.7 percent. Two main adjustments were made: 1) 
replacement of lost 6 mill levy revenue due to previous legislative action and the passage of HB 
124: and 2) an additional $100 per student in fiscal 2002 and an additional $100 per student in 
fiscal 2003. The remaining higher education increases are primarily to fund current staff 
Corrections increases $14.6 million, or 8.1 percent, through maintenance of staff and a pay 
exception added by Governor Racicot during the 2001 biennium, the addition of contract beds 
for anticipated male and female populations, and additional pre-release beds 

The primary increase in all other areas of government was the provision of $75.0 million in 
spending authority to the Department of Natural Resources and Conservation for a loan from 
the permanent coal tax trust to purchase mineral rights to benefit schools 


These increases are partially offset by a reduction of $67.0 million in the Department of Revenue, 
primarily due to removal of reimbursements to local governments from HB 2 and its replacement with a 
statutory appropriation per HB 124. 


STATE SPECIAL REVENUE 

State special revenue increases by $18.7 million, or 2.4 percent. Because this rate of growth is lower 
than either general fund or federal funds, state special revenue continues to become a smaller share of 
the total HB 2 budget. 


The overall increase in state special revenue is due to large increases in some areas, partially offset by 
decreases in others. 


There are four primary areas of increase: 


The Department of Transportation ($23.0 million) to provide for an accounting change, and to 
expend fuel taxes for various highways related activities, including match funds for increased 
federal support and assumption of maintenance of secondary roads 

The Department of Natural Resources and Conservation ($8.7 million) for state water 
rehabilitation projects and other operating adjustments 

The Department of Fish, Wildlife, and Parks ($6.2 million) for a variety of new and expanded 
programs 

The Office of Public Instruction to expend from the flexible spending account created in SB 390 


The four largest decreases are the following: 


$27.3 million in the Department of Public Health and Human Services and $0.4 million in the 
Montana University System due to the passage of HB 124. This bill discontinues the deposit of 
certain revenues into state special accounts and deposits them in the general fund, increasing 
general fund appropriations and reducing state special appropriations. 

$19.5 million in the Department of Environmental Quality due to a reduction in authority for bond 
forfeitures, partially offset by the addition of $4.0 million for hard rock mining bonds 

$5.8 million in the Montana University System to replace reductions in 6 mill levy revenue due to 
actions by the 1999 legislature 

$6.3 million county funds in the Department of Public Health and Human Services for 
intergovernmental transfers 
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FEDERAL REVENUE 


Federal funds increase by $668.9 million, or 32.0 percent. Figure 16 shows the allocation of this 
increase by functional area of government. Of the total, increases in the Department of Public Health 
and Human Services, the Office of Public Instruction, the Department of Transportation, and the 
Department of Commerce account for over 87 percent of the increase. 


Figure 16 
Distribution of Federal Fund Increases 
2003 Biennium 
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As stated earlier, this large increase has further enlarged the share of state government expenditures 
appropriated in HB 2 funded by the federal government. Federal funds are generally very specialized, 
and can only be used for the specific purposes for which the provision of funding has been made, such 
as Medicaid expenditures, housing, and highways construction. Funds received by the Office of Public 
Instruction are also very specialized, as the federal government provides grants to pursue specific 
goals, such as providing educational opportunity to special education and low-income students. 


A portion of the overall increase in federal funding is due to accounting changes that require certain 
federal funds that had not been appropriated in previous biennia be appropriated in the 2003 biennium. 
The major accounting changes are: 
e Food stamp benefits in the Department of Public Health and Human Services -- $103.3 million 
e Medicaid drug, and Women, Infants, and Children formula rebates in the Department of Public 
Health and Human Services -- $31.4 million 
e Defaulted student loan dollars at gross, rather than net, value in the Guaranteed Student Loan 
Program in the Montana University System -- $14.5 million 
e Contractor accruals in the Department of Transportation -- $23.5 million 
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Primary changes in the remaining increases are: 

e The Department of Public Health and Human Services for Medicaid caseload increases and a 
more favorable federal matching rate, FAIM Phase II-R, the intergovernmental transfer program, 
and provider rate increases -- $362.1 million 

e The Office of Public Instruction, primarily in increased and new federal grants to schools for a 
variety of purposes, including school facility improvements -- $52.4 million 

e The Department of Transportation, for continuing higher federal funds for highways 
construction, maintenance, administration, and planning; and due to a federal sanction 
associated with Montana’s lack of compliance with federal open container and repeat drinking 
and driving sentencing requirements -- $71.0 million 

e The Department of Commerce, primarily for expected increases in federal Section 8 housing 
funds -- $62.2 million 


OTHER FUNDS 


Other funds consist of appropriated proprietary funds, capital project funds, and expendable and 
nonexpendable trust funds. Other funds increase $6.6 million to $28.7 million, or 29.7 percent, 
primarily for the following: 
e Liquor enterprise funds to support a portion of gambling and liquor control in the Department of 
Justice 
e Expansions in the Montana State Lottery 
e Use of capital projects funds to support a portion of capitol complex rental costs 


APPROPRIATIONS BY FUNCTIONAL AREA OF GOVERNMENT 


The following discusses the increase in funding by examining changes in functional area of 
government. The areas highlighted are: 1) human services, which consists of the Department of Public 
Health and Human Services; 2) K-12 Education, which is all expenditures of the Office of Public 
Instruction (approximately 99 percent of which are direct aid to schools); 3) higher education, which 
includes all expenditures of the Montana University System and the Commissioner of Higher Education; 
4) corrections, which is all expenditures of the Department of Corrections; and 5) all other. In selected 
instances, specific portions of “all other’, such as transportation, are highlighted. 


Figure 17 shows the distribution of 
general fund and Figure 18 shows 


Figure 17 the distribution of total funds by 

Components of HB 2 Generel Fund functional area of government. As 

shown, general fund is dominated 
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Appropriations Summary 


Figure 18 
Components of HB 2 Total Funds 
2003 Biennium 
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Figure 19 shows the distribution of increases in general fund and total funds, by functional area of 
government. 


Figure 19 
Funding Increases by Area of Government 
2003 Biennium, in Millions 
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As shown, the Department of Public Health and Human Services dominates all increases, both in 
general fund and total funds. When combined with K-12 and Higher Education, these three areas 
constitute almost 80 percent of all increases in general fund provided by the legislature. As stated, this 
dominance mirrors the dominance of these areas in total general fund expenditures. 
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Expenditures, and consequent increases in these areas, are a result of a combination of discretionary 
and mandatory factors. In human services and K-12 education (and to a lesser extent higher 
education), both areas are impacted by demographic and/or eligibility criteria tied closely to 
socio/economic factors that can largely be out of the control of state government, such as the number 
of students enrolled, medical costs, and the number of persons eligible for public assistance. 


The increase in human services expenditures is the result of a combination of both increased 
mandatory and discretionary expenditures. While increases in mandatory human _ services 
expenditures have been muted in the last several biennia due primarily to stabilization of medical costs, 
these costs are growing at a higher rate in this biennium than in the past three biennia, resulting in an 
increase in human services costs over which the state has less control. At the same time, the 
legislature took a number of discretionary actions within human services, the single largest being the 
provision of provider rate increases and increases for direct care worker salaries. The combination of 
these discretionary and mandatory expenditures result in the large increase in human services general 
fund expenditures. 


Because of its size, and because statute dictates the level of state support per student, small changes 
in K-12 enrollment can have a major impact on expenditures. In the 2003 biennium, increases in K-12 
education are largely discretionary in nature, as the factors causing mandatory changes in expenditures 
are actually continuing the decline experienced for the last several biennia. While higher education 
enrollments are rising, the legislature has discretion over the level of compensation provided per 
student, and the primary increases in this area are for additional support per student, replacement of 
reduced mill levy, and maintenance of university system personal services. 


PUBLIC HEALTH AND HUMAN SERVICES 


The Department of Public Health and Human Services (DPHHS) shows the largest increase in both 
general fund and total funds. The 2003 biennium appropriation, not including the pay plan, is $450 
million higher than the 2001 biennium level - a 28 percent increase. Federal funds rise the most - $393 
million or 87 percent. General fund increases $75 million or 16 percent and state special revenue 
decreases $17 million. 


The most significant increases are: 

e Caseload increases and annualization of fiscal 2001 provider rate increases for Medicaid, the 
Children’s Health Insurance Program (CHIP), and foster care and adoption add $165.2 million 
total funds, including $35 million general fund 

e 2003 biennium provider wage and rate increases add $45.8 million, including $12.9 million 
general fund 

e Changes due to HB 124, the local government funding bill, add $28.6 million general fund and 
reduce state special revenue $27.3 million 

e Medicaid intergovernmental transfer programs add $23.2 million total funds, including $6.3 
million county matching funds in state special revenue 


About 32 percent of the total increase, $144 million, is due to appropriations for costs that are not 
necessarily new expenditures, but reflect changes in accounting procedures or the non-budgeted status 
of a particular item. For example, appropriation authority for food stamp benefits historically has not 
been included in the general appropriations act. However, due to a change in how benefits will be 
distributed, appropriations for these expenditures must now be authorized in the general appropriations 
act. The appropriations for expenditures previously not included in HB 2 are: 
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Food stamp benefit appropriations of $103.3 million federal funds 

Medicaid drug rebate and third party collections of $34 million in federal and state special 
revenue 

Infant formula rebate in the Women, Infants, and Children (WIC) program of $6.6 million federal 
funds 


Other increases in appropriations of federal funds include: 


$31.8 million for FAIM Phase II-R 

$23.2 million for Medicaid intergovernmental transfer programs 

$13.1 million for childcare services and the Child and Adult Food Care program 

$10.5 million for federal substance abuse block grant increases 

$7.8 million to expand Medicaid services including outpatient chemical dependency services 
$5.5 million to offset general fund cost of, or expand services for, the developmentally disabled, 
physically disabled and aged and services provided by schools 

$3 million for a Community Collaboration Project to recoup additional federal Title IV-E funds 


K-12 EDUCATION 

General fund to support K-12 education increased $26.7 million compared to the 2001 biennium. After 
adjustments to more accurately reflect the 2001 biennium base, general fund to support K-12 education 
increased by $7.9 million. This increase was the net result of: 


~A $16.7 million present law reduction due to lower enrollment 


A savings in general fund $4.9 million in timber funds for school technology, as these funds will 
now be statutorily appropriated 

An increase in entitlements of $26.7 million 

An increase of $2.8 million in other general spending for special education, school facility 
reimbursements and adult education. 


Figure 20 shows a comparison of support for K-12 education for the 2003 biennium and the 2001 
biennium, with adjustments. 
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Figure 20 
K-12 Distribution to Schools 
Millions 
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Law Law New Law Total 
2001 2003 2003 Less Biennial 

Account Biennium Biennium Difference Biennium Present Law _ Difference 
General Fund 

BASE Aid $874.65 $857.92 ($16.73) $884.67 $26.74 $10.01 

Special Education 67.80 67.80 - 68.82 1.02 1.02 

School Facility Reimbursements 7.50 8.00 0.50 9.05 niB OLS AOS 

School Technology 4.92 - (4.92) - - (4.92) 

Other General Fund 27.00 27.15 0.16 27.20 0.05 0.21 
Total General Fund 981.87 960.88 (20.99) 989.74 28.86 7.87 


State Special Revenue 
Traffic Safety Distribution ay i Be : (0.50) 1.50 - (0.50) 
School Technology Acct-Statutory - 2.85 2.85 2.85 
School Flexibility Account 0.00 0.00 0.00 5.08 5.08 5.08 


Total State Special ‘ : (0.50) 9.43 7.93 7.43 


Total State Sources ; ‘ (21.49) 99917, 36.79 15.30 


Federal Revenue s ‘ P 197.89 30.32 352 


Total Funds $1,146.04 é $1,197.05 $67.11 $51.02 


The amounts for the 2001 biennium include actual spending in fiscal 2000, and appropriated amounts in fiscal 2001. The 
amounts in the 2001 biennium also include a $8.9 million supplemental for BASE aid, and one-time only spending for school 
technology in the general fund. The new law authorization for school technology is no longer in the general fund, but is a statutory 
appropriation from state special revenue funds. Not included in the 2003 biennium is a $5 million general fund transfer to the 
school flexibility account. This amount (plus interest) is shown as a state special revenue obligation. 





Not shown in the general fund portion of Figure 20 is a transfer of $5.0 million from general fund to a 
state special revenue account. This amount is shown as a state special spending increase. The 
amount shown for the 2001 biennium includes supplemental appropriations of $8.9 million for BASE aid 
and $1.5 million for school technology. In addition, the 2001 biennium includes $3.4 million in one-time- 
only authority to spend timber revenue for school technology. 


The 57" Legislature increased state special revenue account spending for K-12 education between the 
two biennia. This was the net result of the following: 
e A reduction of $0.5 million in spending for traffic safety as a result of lower revenue from driver’s 
licenses 
e A funding switch for school technology derived from timber revenues previously paid for by 
general fund and now statutorily appropriated ($2.85 million) 
e Anew distribution program to fund school flexibility accounts ($5.083 million) 


The 57” Legislature also increased federal spending authority between the two biennia by $35.7 
million. This was primarily the result of increased present law authority for special education, reduced 
class size, and new authority for emergency school renovation ($11.0 million) 


HIGHER EDUCATION 


The statewide summary tables and charts in this volume include only the state general fund and other 
funds consisting of millage, Resource Indemnity Trust (RIT) funds, motorcycle endorsement and 
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registration fees, and federal funds in the budget of the Office of the Commissioner of Higher Education 
(OCHE), which are appropriated in HB 2. The tables and charts do not include tuition, interest, or 
agency federal funds, which are university funds the legislature appropriated in HB 2 language. 
Biennial comparisons for the university units, including university funds, are detailed in the Higher 
Education narrative on page E-55 in Volume 4 of this publication. 


The legislature increased all general fund spending for the Montana University System $22.0 million 
(8.7 percent) from the 2001 to the 2003 biennium. Major items contributing to the biennial increase 
include: 
e $7.5 million for an approximate $100 per resident student increase in state support in fiscal 
2002 and an additional $100 per resident student increase in fiscal 2003 
e $7.5 million for present law adjustments for annualization of the 2001 biennium pay plan, 
inflation, fixed costs, and projected resident student enrollment increases 
e $6.2 million to replace declining property tax revenue from the statewide six-mill levy, reflecting 
property tax law changes in previous legislative sessions and the 2001 session 
e $0.6 million to expand research and public service programs at the Agricultural Experiment 
Station and the Fire Services Training School 
e $0.4 million to increase state support for Montana’s community colleges, with a commensurate 
reduction in travel and other costs in the Montana University System 
e $0.9 million to increase the Montana Tuition Assistance Program (MTAP) Baker Grants, with a 
commensurate reduction in travel and other costs in the Montana University System 
e A $1.5 million general fund reduction equating to approximately one percent of personal 
services 


State special revenue includes the statewide six-mill levy distributed to the units and colleges, 
Resource Indemnity Trust (RIT) funds used for the groundwater program at the Montana Bureau of 
Mines, and motorcycle endorsement and registration fees used for the motorcycle safety program at 
Montana State University-Northern. The legislature appropriated $25.9 million state special revenue in 
the 2003 biennium for the general operation of the Montana University System, a $5.8 million (18.3 
percent) decrease from the 2001 biennium. Declining property tax revenue resulting from recent 
property tax law changes is the primary cause of the state special revenue decrease in the university 
system budget. 


Federal special revenue includes a variety of federal education grants administered from the Office of 
the Commissioner of Higher Education (OCHE) and fees and program revenue earned by the 
Guaranteed Student Loan Program in the administration of the loan services it provides. Federal 
special revenue shown on the agency main table does not include any federal grants at the campuses. 


The legislature appropriated $92.9 million in federal special revenue for the programs administered in 
the OCHE for the 2003 biennium, a $16.6 million (21.7 percent) increase from the 2001 biennium. 
Contributing factors to this biennial increase include a $14.5 million in federal authority for the 
Guaranteed Student Loan Program to comply with a legislative audit recommendation to more clearly 
account for operating revenues and expenditures and a net $2.1 million increase in federal education 
grants administered in the OCHE. 


Total state funds spending authority, including general fund, increased $32.7 million (9.1 percent) from 
the 2001 to the 2003 biennium. Approximately 44 percent of the increase is the result of the accounting 
change for federal funds in the Guaranteed Student Loan Program noted in the preceding paragraph. It 
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does not represent new funds (see “Guaranteed Student Loan Program” discussion in the OCHE 
section on page E-106 in Volume 4 of this publication). 


CORRECTIONS 


The general fund increase for corrections of $14.6 million (8.1 percent) general fund, while still higher 
than the overall growth in general fund, is the lowest since prior to creation of the agency through 
reorganization by the 1995 legislature. 


The increase in general fund is a net result of these major adjustments: 

e A present law increase for personal services zero-based items 

e Funding pay exceptions and additional correctional and probation and parole officers 

e Funding increased population projections 

e Savings due to SB 489, which changed the law to treat appropriate fourth DUI offenders in a 
residential alcohol treatment program, generating projected savings of $6.1 million in contract 
and pre-release beds, with $2.8 million appropriated to fund a residential alcohol treatment 
program at Warm Springs 


FTE in the 2003 biennium increase by 62.85 from the 2001 biennium. This is a net result of: 
e Funding 49.0 correctional and probation and parole officers added as modified FTE in the 2001 
biennium 
e Funding 21.0 FTE for the expansion at the Montana Women’s Prison 
e Moving 15.0 FTE associated with the cook/chill operation off budget (from HB 2 to non- 
budgeted proprietary) 
e Funding 7.85 miscellaneous FTE 


The legislature appropriated funds to support an average daily population of 9,812 male and female 
adult offenders (this includes probation and parole) in fiscal 2003. This represents a yearly 
compounded average increase of 5.2 percent of all populations in fiscal 2003 over the fiscal 2001 
average daily population projection of 9,330. The percent of adult offenders treated in community 
corrections and secure facilities remains the same as the 2001 biennium - approximately 75 percent in 
community corrections 25 percent in secure facilities. Although only 25 percent of the adult population 
is in secure facilities, approximately 59 percent of the custody funding in the 2001 and 2003 biennia 
was for secure facilities with 41 percent funding community corrections. 


TRANSPORTATION 


The budget for the Department of Transportation increases $117.0 million, or 13.4 percent, from the 
2001 to the 2003 biennium. The increase is a net of the following: 

e Elimination of all general fund expenditures for the Governor’s Drinking and Driving Prevention 
Program totaling $0.5 million 

e Addition of $23.0 million state special revenue to match additional federal funds, fully assume 
maintenance of state secondary roads per 1999 legislative action, and effect an accounting 
change ($6.1 million) 

e Additional federal funds of $94.5 million to increase payments to contractors due to higher 
construction payments, a federal sanction associated with Montana’s non-compliance with 
federal open container and repeat drinking and driving sentencing requirements, and to effect 
an accounting change ($23.5 million) 
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BUDGET COMPARISONS 


INTRODUCTION 


The purpose of this section is to present budget comparisons in different ways to give the reader 
various perspectives of the action taken by the 2001 legislature. In the following pages, the 2003 
biennium: budget is summarized in three ways that reflect the actions of the legislature relative to 
previous actions by comparing the approved budget to the: 1) executive budget request, 2) 
expenditures of the previous biennium, and 3) appropriations of the previous biennium by fund. These 
are discussed in three parts: 

e Comparison to Executive Budget — reports in detail how the budget adopted by the legislature 
compares to (differs from) the budget submitted by Governor Martz at the beginning of the 
session 

e Biennial Budget Comparisons — shows how the approved 2003 biennium budget compares to 
the expenditures of the 2001 biennium (the expenditures of the 2001 biennium are fiscal 2000 
actual expenditures and adjusted appropriations for fiscal 2001) 

e Agency Budget Comparisons by Fund — compares the 2003 biennium budget to fiscal 2000 
expenditures and fiscal 2001 adjusted appropriations, except that this comparison is presented 
by fund for each agency of state government 


COMPARISON TO THE EXECUTIVE 


HB 2 appropriations are $16.3 million general fund lower and $79.3 million total funds higher than the 
level requested by Governor Martz. The major differences are summarized in Figure 1. In viewing 
these differences it is important to note three things: 
e The Governor supported or endorsed, but did not necessarily include in the initial HB 2 
recommendation, certain legislation that impacted the final legislative HB 2 appropriation 
e Estimates of the costs of certain major expenditures, such as Medicaid and BASE aid, were 
updated during the legislative session and subsequent to publication of the Executive Budget 
e The Governor recommended changes to the budget subsequent to publication, including to the 
Department of Corrections 
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Figure 1 
Differences, Legislative Budget Over (Under) Executive Budget 
HB 2 only 
2003 Biennium, in Millions 
Component General Fund Total Funds 
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Travel Reduction ($0.9) ($0.9) 
Personal Services Reduction (4.2) (4.2) 
Energy Contingency 1.3 
Implement Other Bills* 
HB 124 - Local Government Funding** (80.7) (109.0) 
SB 399 - Revise Liquor License (2.3) - 
Miscellaneous Other Bills : 46 
Judiciary 
New Judges/Courts 0.5 0.5 
District Court Oversight (HB 124) 0.8 0.8 
Governor's Office 
Office of Economic Development alevé 1.7 
Department of Transportation 
Eliminate Funding for Governor's Drinking and Driving Prevention Program (0.5) (0.5) 
Federal Sanction for Open Container/Drinking and Driving 17.1 
Local Transportation and Economic Development 11.3 
Various Highways State Special Revenue Reductions (1.6) 
Department of Revenue 
Move Customer Service Center from Proprietary to Budgeted 2.3 1.4 
SB 512 - Electrical Energy Excess Revenue Tax Administration*** 0.8 0.8 
Human Services 
Plan Regional Mental Health System 2.4 2.4 
1% Increase to Providers of Mental Health Services 1.0 1.0 
Childcare Benefits to Access all Federal Funds 1.0 1.0 
Intergovernmental Transfer Programs (4.0) 23.0 
Matching funds for Developmental Disability Programs - 5.5 
Community Collaboration Project - 3.0 
General Fund Offsets (TANF, SEARCHS, Alcohol Tax) (8.5) - 
Mental Health Services Plan Reductions (3.9) (3.9) 
Updated Medicaid Caseload Estimates 8.5 31.4 
Miscellaneous Other Human Services (1.6) 0.2 
Natural Resource Agencies 
Replace General Fund with General License (0.3) - 
Use RIT Balance in Excess of $100 Million - 0.7 
Various Fish, Wildlife, Parks Federal Funds - (1.9) 
DEQ Federal Grants - 2.5 
Agriculture Weed Control 0.2 29 
Hard Rock Mining Bonds - SB 484 - 4.0 
Other Natural Resources, Including Elimination of Agriculture Heritage (2.4) (2.4) 
Corrections 
Intensive Alcohol Treatment Center 2.8 2.8 
Pre-Release ; (2.9) (2.9) 
Juvenile Placement (1.6) (1.6) 
Secure Facilities (6.2) (6.2) 
Miscellaneous Other Corrections (0.6) 0.2 
K-12 Education 
Provision of Flexible Spending Account (SB 390) 5.0 10.1 
Spending Authority to Spend Loan to Purchase Mineral Rights - SB 445**** 75.0 75.0 
Additional BASE Aid 10.5 10.5 
New Federal Programs - 20.1 
School Improvement/Focus on Learning (1.0) (1.0) 
Establish Statutory Appropriation for Timber Harvest - HB 41 (1.2) (1.2) 
Out of District Tuition - SB 65 0.9 0.9 
Higher Education 
Reduced Student Aid Increase (1.1) (1.1) 
Eliminate Academic Program Development (0.8) (0.8) 
Miscellaneous Increases and Decreases 0.4 0.2 
Other 
Eliminate Legislative Branch New Proposals/Apply Vacancy Savings (1.3) (1.3) 
Reduced Section 8 Housing and Urban Development Funds (12.0) 






Miscellaneous Net Differences Across State Government 








Total 





“Includes bills that cross agency lines, or do not materially impact general fund 
**Includes the following: 








Replacement of 9 Mill Levy with General Fund - PHHS 28.6 0.9 
Appellate Defender Funding Switch 0.2 - 
MUS Six Mill Levy Funding Switch 0.4 : 
Local Government Reimbursement Statutory Appropriation (109.9) (109.9) 






District court administration is included in the Judiciary. 
***Contingent upon passage of SB 512, which subsequently did not pass the legislature 
**“*Actual appropriation to the Department of Natural Resources and Conservation 








Legislative Fiscal Report 2003 Biennium 54 Legislative Fiscal Division 


Comparison to Executive Budget 











Budget Comparisons Comparison to Executive Budget 


Among the most notable differences between the initial HB 2 budget proposed by the Governor and the 
legislative appropriation are the following: 


The passage of HB 124, endorsed by the Governor, resulted in several major differences 

» The Governor included local government reimbursements in HB 2 in the Department of 
Revenue. HB 124 removed these reimbursements from HB 2 and provided a statutory 
appropriation instead. The reduction from the Governor’s recommendation is $109.9 million 
general fund over the biennium 

= State special revenues were replaced with general fund in the Department of Public Health 
and Human Services (DPHHS), the Montana University System, and the Appellate 
Defender. This change increased general fund by $29.2 million and total funds by $0.9 
million 

» The state assumed most costs of the district courts. The Judiciary received $800,500 over 
the biennium to administer the courts (all other operating court costs are included in a 

- statutory appropriation in HB 124) 

The legislature added $75.0 million general fund not included in the Governor’s budget to 

provide authority to spend a loan from the permanent coal tax trust to purchase mineral rights to 

benefit schools ! 

Medicaid estimates were updated during the legislative session (supported by the Governor), 

which added $8.5 million general fund and $31.4 million total funds 

The legislature funded an Office of Economic Development, recommended by the Governor 

The legislature established intergovernmental transfer programs to provide higher Medicaid 

reimbursements through access to additional federal funds. These programs add $23.0 million 

federal funds and replace $4.0 million general fund 


The following sections highlight the major areas of change from the Executive Budget. 


HUMAN SERVICES 


The legislature approved a budget for DPHHS that was $63.5 million, including $22.5 million general 
fund, higher than the Executive Budget request. The major biennial general fund increases were: 


$28.6 million general fund increase and $27.3 million state special revenue reduction to 
implement HB 124, which changed the funding for public assistance and protective service 
costs from county funds to general fund 

$8.5 million general fund ($31.4 million total funds) for updated Medicaid caseload estimates 
$2.4 million, including 6.0 FTE, to fund planning and potential preliminary implementation of a 
new regional mental health system, and development of community services and incentives to 
reduce the state hospital population 

$1.0 million general fund for childcare benefits so all federal childcare matching funds available 
to the state may be obtained 

$1.0 million general fund to provide a 1 percent increase to providers of services to the 
developmentally disabled, reduce the developmental disabilities waiting list, and offset a base 
reduction for a change in the Medicaid matching rate 

$1.0 million general fund ($2.3 million total funds) to raise direct care worker wages for persons 
assisting the developmentally disabled, physically disabled, and aged 


The major changes made by the legislature that expanded federal and state special revenue above the 
level requested by the executive were: 


$23 million for four Medicaid intergovernmental transfer programs 
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$5.5 million for matching federal funds for services for the developmentally disabled, physically 
disabled, and seniors; and for services provided by schools 

$3 million for a community collaboration project that will use community funds to obtain 
additional federal reimbursement under Title IV-E of the Social Security Act 


The legislature made several reductions to the executive general fund request. These include funding 
switches to refinance general fund expenditures with state special revenue and federal funds as well as 
decreases in general fund requests. Major changes in the Executive Budget made by the legislature 
that resulted in general fund reductions include: 


$5.9 million in federal TANF funds offset general fund appropriations to continue federal funding 
for foster care instituted in the 2001 biennium, but anticipated to be discontinued due to federal 
regulatory changes 

$4.0 million of state special revenue from the Medicaid intergovernmental transfer program for 
county nursing homes offset general fund in Medicaid mental health services 

$3.9 million in general fund reductions in the Mental Health Services Plan, including service and 
eligibility reductions as well as executive and legislative revisions to projected caseload costs 
$1.3 million of state special revenue offset general fund for the System for the Enforcement and 
Recovery of Child Support (SEARCHS) 

$1.3 million general fund offset through use of alcohol tax state special revenues for mental 
health services 

$1.1 million general fund reduction, equivalent to a 1 percent reduction in personal services 
costs i 


Other significant changes from the Executive Budget include: 


Revision to the spending plan for TANF funds known as FAIM Phase II, now known as FAIM 
Phase II-R 

Funding revisions in foster care and subsidized adoption caseload and rate increases 
Maintenance of financial eligibility for the Children’s Health Insurance Program at 150 percent of 
the federal poverty level ($26,475 for a family of four in 2001) rather than expansion to 160 
percent as the executive requested 


K-12 EDUCATION 


The legislature made a number of changes from the Governor’s recommended level of expenditure. 


The Governor recommended a 3 percent increase in fiscal 2003 in BASE aid schedules and 
special education. The legislature funded a 1.88 percent increase each year at an additional 
cost of $10.5 million 

$5.0 million general fund was added to establish a flexible spending account, with an additional 
$5.1 million in state special revenue authority to allow expenditure from the account 

A $75.0 million loan was made from the coal tax trust fund to purchase mineral rights to benefit 
schools. Spending authority was provided to the Department of Natural Resources and 
Conservation to allow expenditure of the loan 

Certain timber harvest revenues are earmarked for school technology purchases. ‘These funds 
had been appropriated in HB 2, but will now be appropriated statutorily 

Additional federal grants or updated grant awards were received subsequent to establishment of 
the Executive Budget 
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CORRECTIONS 


The appropriation for the Department of Corrections is $9.5 million general fund less than initially 
recommended by the Governor. The legislature made the following major reductions from the 
Executive Budget: 


$0.2 million general fund for the biennium, the equivalent of 24 percent of all general fund 
expenditures for travel in the fiscal 2000 base budget 
Approximately $0.8 million general fund for the biennium as a result of the 1 percent FTE 
reduction after other funds and FTE were restored 
$0.2 million general fund in the Administrative and Support Services Division. The legislature 
reduced $0.1 million from the base budget for each year of the 2003 biennium in training and 
travel related to PRO-Files (Programmed Reporting of Offender's Files). The fiscal 2000 base 
contained increased amounts in training and travel due to the development of the new 
database. Because only programming needs remain in developing this system, the legislature 
reduced the amount for training-related travel and education/training costs to the 1999 biennium 
amounts. This amount also includes a reduction to the base recruitment expenditures 
$2.1 million reduction in the Community Corrections Division. The major changes in this 
division include the following 
«= $2.8 million appropriated for a DUI treatment unit. For more information, see the 
narrative on SB 489 in "Other Legislation" in the Department of Corrections in Volume 4, 
page D-54 
_" $2.9 million in total reductions to the pre-release budget. The executive requested a 
$23.0 million budget for pre-release for the biennium, an increase of $6.9 million over the 
fiscal 2000 base budget. The $2.9 million reduction leaves $20.1 million for the 
biennium, or an increase of 25.0 percent over the fiscal 2000 base budget. The major 
reductions are a result of: 1) eliminating funding for 100 new beds in fiscal 2003; 2) 
reducing the per diem rate that the state pays pre-release centers by $1 per day and 
increasing the amount the offender must reimburse the center by the $1 per day; and 3) 
reducing pre-release and pre-release chemical dependency beds by 10 
= $1.6 million reduction in juvenile placement funds. The legislature approved replacing 
the transition center funds with juvenile placement funds, thereby reducing the amount 
available for juvenile placement by $1.6 million for the biennium. The juvenile placement 
budget has been reduced 18.0 percent from the fiscal 2000 base budget by reductions in 
the Executive Budget and by the legislature 
= $0.1 million reduction in the transition center budget due to reducing 2.0 FTE at the 
Billings Transition Center 
$6.2 million reduction in Secure Facilities. The legislature did not fund 8.0 FTE correctional 
officers associated with the Earned Incentive Program for a savings of $0.4 million. In addition, 
the legislature reduced contract beds by $5.8 million for the biennium, assuming the law for 
fourth time DUI offenders will be changed to allow appropriate fourth DUI offenders to be placed 
in a non-secure DUI unit 
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BIENNIAL BUDGET COMPARISON 


INTRODUCTION 


This section compares the legislature’s budget for the 2003 biennium to the 2001 biennium. As shown 
in Figures 2 and 3, the legislature adopted a 2003 biennium budget that is a $521 million (22.8 percent) 
increase in general fund and a $1,186 million (21.8 percent) increase in total funds, as explained below. 


The state budget is complex, and methods used for comparisons can vary considerably and be subject 
to manipulation. The Legislative Finance Committee (LFC) developed a budget comparisons 
methodology that measures budget performance using total state expenditures for state general 
operations funded by taxpayer taxes, licenses, and fees. The methodology addresses issues of proper 
representation, fairness, balance, and consistency. The procedures developed by the LFC were 
adopted by the 1997 legislature and became a statutory requirement. These procedures ensure 
consistency of application and avoid manipulation of comparison information. The comparison on the 
following pages were prepared using the statutory methodology. A discussion of budget comparison 
methodology and the statutory requirements is included in the “General Reference - Budget Basics” 
section of this volume, on page 145. 


CATEGORIES OF COMPARISON 


Figures 2 and 3 show a biennial comparison for general fund and total funds, respectively. Each figure 

is divided into three sections: 

1. The top part of the figure includes all appropriations in the general appropriations act (HB 2). Pay 
plan appropriations (HB 13) are also included for both biennia except for $10,428,114 million in the 
2003 biennium that was appropriated to the university system, but not allocated by the Office of 
Budget and Program Planning. HB 13 appropriations of $4,034,500 in the 2003 biennium for 
contingencies are included in the second section of the figure under “Miscellaneous 
Appropriations.” Because HB 2 includes 2003 biennium appropriations that were contingent on 
passage of SB 512, “Miscellaneous Appropriations” includes a reduction of $812,778, since SB 
512 was not approved; 

2. Because HB 2 does not include all appropriations authorized by the legislature, the second part of 
the figures includes additional appropriations. This section is referred to as "Comparable 
Adjustments", because the items can be compared between biennia. The total shown in the "Total 
Leg. Budget Fiscal 02-03" (2003 biennium) column represents all legislative appropriations, except 
for the non-cash portion of Long-Range Building projects, proprietary funds, and appropriations 
from the permanent coal trust fund. Long-Range Building projects are specifically excluded from 
the comparisons because spending and timing vary considerably on most building projects. The 
building expenditures are reflected by the debt service paid (through statutory appropriations) over 
the term of any bonding/leasing agreement. Proprietary funds are excluded because they can be 
spent without an appropriation and because the funds have already been appropriated before 
being deposited into the proprietary funds. Appropriations from the permanent coal trust are 
excluded because they are used to transfer the money to another fund from which they are then 
appropriated and spent; and 

3. The third section, "Non-comparable Adjustments" includes all 2001 biennium appropriations for 
budget amendments, supplemental costs, and disaster/emergency costs that cannot be estimated 
for the next biennium. 
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House Bill 2 Comparisons 
General fund appropriations (Figure 2) increase $186.8 million, or 8.6 percent in HB 2 and HB 13. The 
largest increases are primarily due to additional appropriations in: | 

e Department of Public Health and Human Services (DPHHS) — $80.3 million 

e Department of Natural Resources and Conservation (DNRC) - $75.6 million 

e Commissioner of Higher Education - $34.2 million 


The increase in DPHHS is largely the result of an increase in Medicaid costs and service utilization, 
FAIM Phase II-R, provider rate increases, and implementation of HB 124. The increase in DNRC is the 
result of $75 million appropriated to buy mineral production rights from the common school trust. 
Appropriations in the Department of Revenue decrease by $65.0 million due to the replacement of local 
government reimbursements with a statutory appropriation by HB 124. Appropriation increases are 
discussed in more detail in the “Appropriation Summary” section of this volume, page 39. Total general 
fund increases include $67.9 million in new proposals and $118.9 million in other adjustments. 


Total appropriations (Figure 3) increase by $906.2 million or 18.0 percent. The largest increases are 
primarily due to additional appropriations in: 

e DPHHS — $461.1 million 

e Department of Transportation - $125.8 million 

e DNRC - $86.8 million 

e Office of Public Instruction - $84.2 milllion 


The increases in total funds are due to the same factors as above, plus $678.9 million in additional 
federal funds, primarily in human services ($397.1 million), education ($69.6 million), the Department of 
Transportation ($97.6 million), and the Department of Commerce ($61.3 million). Total increases 
include $472.0 million in new proposals and $434.1 million in other adjustments. 


Total Comparable Adjustments 

Total comparable adjustments include all miscellaneous appropriations (including portions of the 
employee pay plan bill not allocated in the top section of the figures and reductions due to the failure of 
SB 512), statutory appropriations, legislative session costs (including an estimate for the 2003 session), 
and other adjustments. 


Figures 2 and 3 show a comparison of 2001 biennium expenditures and appropriations to 2003 
biennium appropriations for general fund and total funds. The legislature adopted a 2003 biennium 
budget that increases general fund appropriations by $521 million, a 22.8 percent increase. Total 
appropriations increase $1,186.8 million, a 21.8 percent increase. The legislative budget for increased 
general fund and total spending is primarily funded with existing revenue sources, additional federal 
funds of $679 million (detailed above), and additional general fund. Sources of additional general fund 
include: 1) $277 million from local governments (due to enactment of HB 124); 2) $75 million 
transferred from the coat trust (authorized in SB 495); and a $57 million draw down of the general fund 
balance. 
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Figure 2 
General Fund Comparison 











Agcy 


01 Biennium Versus Legislative Budget 03 Biennium 


Code Agency Name 


House Bill 2 Plus House Bill 13 


1104 
2110 
3101 
3202 
3401 
35014 
4107 
4110 
5104 
5102 
5113 
5114 
5115 
i) hy 
5201 
5301 
5401 
5603 
5706 
5801 
6101 
6102 
6201 
6401 
6501 
6602 
6701 
6901 


Legislative Branch 

Judiciary 

Governor's Office 
Commissioner of Political Prac 
State Auditor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish,Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Comparable Adjustments 


Employee Pay Proposal 
Statutory Appropriations 
Legislative Session Costs 
Miscellaneous Appropriations 
One-Time Only Costs 
Anticipated Reversions 


Total With Comparable Adjustments 


Non Comparable Adjustments 


Budget Amendments 
Supplementals 
Disaster/Emergency Costs 


Total With All Adjustments 


Legislative Fiscal Report 2003 Biennium 


Total 
Adjusted 
Fiscal 00-01 


$13,727,995 
16,698,450 
6,107,847 
685,090 
8,434,473 
977,050,861 
5,065,023 
43,595,932 
275,865 
251,568,474 
6,547,437 
559,153 
3,221,395 
3,226,445 
836,514 
6,813,027 
500,000 
1,216,622 
33,541,571 
123,147,652 
8,173,649 

0 

1,128,293 
179,593,417 
4,365,703 
3,042,147 
5,747,977 
461,349,673 


$2,161,220,685 


In Above 
83,291,000 
6,700,000 
18,865,000 
23,451,000 


(5,197,000) 


$2,288,330,685 


0 
34,960,000 
61,862,000 


$2,385, 152,685 


60 


Total 
Leg. Budget 
Fiscal 02-03 


$15,823,957 
20,202,495 
8,868,329 
714,630 
675,183 
1,004,000,954 
3,651,919 
47,966,473 
352,302 
285,816,582 
7,190,137 
666,023 
3,785,784 
3,756,728 
563,635 
8,432,214 

0 

1,254,655 
109,149,150 
58,169,723 
8,929,726 
187,882 
1,630,148 
198,120,415 
3,624,521 
4,128,235 
8,686,388 
541,687,644 


$2,348,035,832 


In Above 

256,450,000 
7,028,000 

203,984,000 


(6,027,000) 


$2,809,470,832 


$2,809,470,832 


Difference 
03 Biennium 


- 01 Biennium 


$2,095,962 
3,504,045 
2,760,482 
29,540 
(2,759,290) 
26,950,093 
(1,413,104) 
4,370,541 
76,437 
34,248, 108 
642,700 
106,870 
564,389 
530,283 
(272,879) 
1,619,187 
(500,000) 
38,033 
75,607,579 
(64,977,929) 
756,077 
187,882 
501,855 
18,526,998 
(741,182) 
1,086,088 
2,938,411 
80,337,971 


$186,815,147 


0 
173,159,000 
328,000 
185,119,000 
(23,451,000) 
(830,000) 


$521,140,147 


0 
(34,960,000) 
61,862,000 


$424,318,147 


% Change 
01 Biennium 
03 Biennium 


15.27% 
20.98% 
45.20% 
4.31% 
-80.34% 
2.16% 
-27.90% 
10.03% 
27.11% 
13.61% 
9.82% 
19.11% 
17.52% 
16.44% 
-32.62% 
23.77% 
-100.00% 
3.13% 
225.41% 
-52.76% 
9.25% 


44.48% 
10.32% 
-16.98% 
35.70% 
51.12% 
17.41% 


8.64% 


207.90% 
4.90% 
981.28% 
-100.00% 
15.97% 


22.77% 


-100.00% - 


-100.00% 


17.79% 
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Figure 3 
All Funds Comparison 


Agcy 
Code 


01 Biennium Versus Legislative Budget 03 Biennium 


Agency Name 


House Bill 2 Plus House Bill 13 


1104 
1112 
2110 
2115 
3101 
3202 
3401 
3501 
4107 
4110 
4201 
5101 
5102 
5113 
5114 
5115 
5117 
5201 
5301 
5401 
5603 
5706 
5801 
6101 
6102 
6201 
6401 
6501 
6602 
6701 
6901 


Legislative Branch 

Consumer Counsel 

Judiciary 

Mt.Chiropractic Legal Panel 
Governor's Office 
Commissioner of Political Prac 
State Auditor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Public Service Regulation 
Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish,Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Comparable Adjustments 


Non C 


Employee Pay Proposal 
Statutory Appropriations 
Miscellaneous Appropriations * 
Legislative Session Costs 
One-Time Only Costs * 
Anticipated Reversions 


Total With Comparable Adjustments 


omparable Adjustments 
Budget Amendments 
Supplementals 
Disaster/Emergency Costs 


Total With All Adjustments 


Total 
Adjusted 
Fiscal 00-01 


$17,567,733 
1,966,309 
19,990,657 
27,732 
6,697,076 
685,090 
8,924,075 
1,140,286,401 
25,938,714 
89,475, 184 
4,827,953 
625,026 
359,675,711 
7,166,362 
1,664, 138 
6,688, 754 
6,194,085 
87,005,626 
119,526,345 
873,097,150 
14,674,853 
63,653,545 
131,437,558 
10,438,689 
363,318 
19,867,025 
184,687,310 
118,720, 160 
93,694, 129 
18,398,742 
1,603, 155,183 


$5,037, 120,633 


In Above 
348,475,000 
18,865,000 
6,700,000 
23,451,000 
(5,197,000) 


$5,429,414,633 


56,574,000 
79,661,000 
64,590,000 


$5,630,239,633 


Total 
Leg. Budget 
Fiscal 02-03 


$20,053,837 
2,449,810 
24,642,719 
30,000 
13,101,748 
714,630 
7,997,909 
1,224,492,674 
24,061,228 
103,489,942 
6,013,916 
708,996 
404,987,334 
7,838,063 
1,899,268 
8,122,583 
8,424,365 
103,380,423 


123,014,052 _ 


998,883,582 
18,335,198 
150,424,522 
67,956,963 
35,341,035 
368,930 
22,897,122 
204,710,308 
144,267,946 
123,027,619 
27,841,101 
2,064,247,171 


$5,943,284,994 


In Above 
466,946,000 
203,984,000 

7,028,000 


(6,027,000) 


$6,615,215,994 


$6,615,215,994 


Difference 
03 Biennium 
- 01 Biennium 


$2,486,104 
483,501 
4,652,062 
2,268 
6,404,672 
29,540 
(1,366,166) 
84,206,273 
(1,877,486) 
14,014,758 
1,185,963 
83,970 
45,311,623 
671,701 
235,130 
1,433,829 
2,230,280 
16,374,797 
3,487,707 
125,786,432 
3,660,345 
86,770,977 
(63,480,595) 
24,902,346 
5,612 
3,030,097 
20,022,998 
25,547,786 
29,333,490 
9,442,359 
461,091,988 


$906, 164,361 


0 
118,471,000 
185,119,000 

328,000 
(23,451,000) 
(830,000) 


$1,185,801,361 


(56,574,000) 
(79,661,000) 
(64,590,000) 


$984,976,361 


% Change 
01 Biennium 
03 Biennium 


14.15% 
24.59% 
23.27% 
8.18% 
95.63% 
4.31% 
-15.31% 
7.38% 
-7.24% 
15.66% 
24.56% 
13.43% 
12.60% 
9.37% 
14.13% 
21.44% 
36.01% 
18.82% 
2.92% 
14.41% 
24,94% 
136.32% 
-48.30% 
238.56% 
1.54% 
15.25% 
10.84% 
21.52% 
31.31% 
51.32% 
28.76% 


17.99% 


34.00% 
981.28% 
4.90% 


-100.00% 


15.97% 


21.84% 


-100.00% 
-100.00% 
-100.00% 


17.49% 


* Only the general fund portion is shown. All funds cannot be determined based on existing budgeting and accounting records. 
There is $341.951 million of miscellaneous appropriations in the 2003 biennium. 
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Although the general fund budget increases 22.8 percent, the largest increase is in federal special 
revenue funds (over 78 percent) primarily due to additional expenditures in: 1) Department of 
Commerce - $61.3 million; 2) the Department of Transportation - $97.6 million; and 3) the Department 
of Public Health and Human Services — $397.1 million, primarily an increase in Medicaid costs and 
utilization, FAIM Phase II-R, numerous grants, and accounting changes. Expenditure increases are 
discussed in more detail in the “Appropriations Summary” section of this volume, page 39. 


Non-Comparable Expenditures 

Non-comparable adjustments are appropriations for the 2001 biennium that have no known 
corresponding appropriations for the 2003 biennium. Consequently, the increases of 17.8 percent for 
general fund and 17.5 percent for total funds do not represent a true picture of potential growth 
between biennia. This section and these comparisons are shown for informational purposes only and 
to complete the listing of 2001 biennium appropriations. 


COMPARISON CAUTION 


Comparisons vs. Budget Base Adjustments 

This volume compares the 2003 biennium legislative budget to actual expenditures and adjusted 
appropriations for the 2001 biennium. The methodology used is that prescribed by the budget 
comparison statute, and upholds the concept of a comparison of the total state budget from biennium to 
biennium. This is a particularly useful practice due to the cyclical nature of annual budgets. However, 
because the legislative budget is prepared using a statutorily-defined process, there is a difference in 
the total changes indicated in this volume and those indicated in the individual agency and program 
budgets discussed in the “Agency Budgets and Analysis” section in volumes 3 and 4. 


Because present law adjustments are added to the base year (fiscal 2000) to determine a present law 
budget for the 2003 biennium and budget growth as prescribed by total adjustments, the intermediate 
year (fiscal 2001) is ignored. This methodology facilitates budget development from a vantage point of 
recent, actual experience, but overstates true budget growth because all increases are measured from 
the base year. 


Conversely, using the base year plus fiscal 2001 appropriations for budget comparisons more 
accurately reflects true budget growth. This is because the changes are measured from a biennium 
perspective that takes into account the annual change from the base year to the fiscal 2001 
appropriated amount. 


While consideration of increases over the base year is necessary to making budgetary decisions, the 
adjustments should not be used as measures of growth or for comparative purposes. When making 
comparisons, the total budget for the 2003 biennium should be examined in comparison to the total 
2001 biennium, as described above. 
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AGENCY BUDGET COMPARISONS BY FUND 


The following series of tables provides, by fund type, a comparison of the 2001 biennium to the 2003 
biennium agency appropriations. The 2001 biennium figures are comprised of the adjusted base fiscal 
2000 actual expenditures and the adjusted fiscal 2001 appropriations. The 2003 biennium figures are 
agency appropriations contained in HB 2 (the General Appropriations Act) and HB 138, the pay plan bill 
(with the exception of contingency funds). Amounts for each fiscal year are shown, as well as 
combined biennium appropriations and the biennial difference. The final table shows the agency 
comparison for all funds. Please note that these figures, due to the inclusion of HB 13, will not exactly 
conform to the figures used in the “Appropriations Summary” section. Also, please note when 
examining the differences within individual agencies that these figures include the reorganization of the 
Department of Commerce, which transferred programs from that agency to the Departments of 
Administration, Labor and Industry, and Livestock. Reorganizations are also partially responsible for 
changes to the Board of Crime Control, the Department of Justice, and the Governor’s Office. 


ALL FUNDS 


The “All Funds” comparison table is a composite, by agency, of the following tables plus capital project 
funds, and shows a $906.2 million, or 18.0 percent increase in total fund expenditures. 


Figure 4 
All Funds Comparison 
01 Biennium Versus Legislative Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Leg. Budget Leg. Budget Adjusted Leg. Budget 03 Biennium 01 Biennium 
Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Legislative Branch $8,845,715 $8,722,018 $10,362,282 $9,691,555 $17,567,733 $20,053,837 $2,486,104 14.15% 
Consumer Counsel 867,516 1,098,793 1,215,840 1,233,970 1,966,309 2,449,810 483,501 24.59% 
Judiciary 9,767,270 © 10,223,387 12,605,710 12,037,009 19,990,657 24,642,719 4,652,062 23.27% 
Mt.Chiropractic Legal Panel 10,539 17,193 15,000 15,000 27,732 30,000 2,268 8.18% 
Governor's Office 3,298,954 3,398,122 8,268,620 4,833,128 6,697,076 13,101,748 6,404,672 95.63% 
Commissioner of Political Prac 317,129 367,961 355,213 359,417 685,090 714,630 29,540 4.31% 
State Auditor's Office 3,212,971 5,711,104 3,751,892 3,806,017 8,924,075 7,557,909 (1,366,166) -15.31% 
Office of Public Instruction 561,084,710 579,201,691 603,030,732 621,461,942 1,140,286,401 1,224,492,674 84,206,273 7.38% 
Crime Control Division 10,755,576 15,183,138 12,083,518 11,977,710 25,938,714 24,061,228 (1,877,486) -7.24% 
Department of Justice 43,866,540 45,608,644 51,370,079 52,119,863 89,475,184 103,489,942 14,014,758 15.66% 
Public Service Regulation 2,316,192 2,511,761 3,381,906 2,632,010 4,827,953 6,013,916 1,185,963 24.56% 
Board of Public Education 297,655 327,371 351,769 357,227 625,026 708,996 83,970 13.43% 
Commissioner of Higher Ed 172,273,134 187,402,577 197,630,808 207,356,526 359,675,711 404,987,334 45,311,623 12.60% 
School for the Deaf & Blind 3,503,888 3,662,474 3,860,914 3,977,149 7,166,362 7,838,063 671,701 9.37% 
Montana Arts Council 813,256 850,882 959,987 939,281 1,664,138 1,899,268 235,130 14.13% 
Library Commission 2,957,621 3,731,133 4,646,333 3,476,250 6,688,754 8,122,583 1,433,829 21.44% 
Historical Society 3,035,644 3,158,441 4,172,703 4,251,662 6,194,085 8,424,365 2,230,280 36.01% 
Dept. of Fish,Wildlife & Parks 43,564,202 43,441,424 51,048,221 52,332,202 87,005,626 103,380,423 16,374,797 18.82% 
Dept of Environmental Quality 37,792,120 81,734,225 82,934,986 40,079,066 119,526,345 123,014,052 3,487,707 2.92% 
Department of Transportation 422,938,047 450,159,103 491,302,808 507,580,774 873,097,150 998,883,582 125,786,432 14.41% 
Department of Livestock 7,220,893 7,453,960 9,095,954 9,239,244 14,674,853 18,335,198 3,660,345 24.94% 
Dept Nat Resource/Conservation 30,827,968 32,825,577 114,452,196 35,972,326 63,653,545 150,424,522 86,770,977 136.32% 
Department of Revenue 44,063,117 87,374,441 33,551,860 34,405,103 131,437,558 67,956,963 (63,480,595) -48.30% 
Department of Administration 5,067,661 5,371,028 18,013,298 17,327,737 10,438,689 35,341,035 24,902,346 238.56% 
Appellate Defender 170,891 192,427 181,048 187,882 363,318 368,930 5,612 1.54% 
MT Dept of Agriculture 8,853,263 11,013,762 12,208,702 10,688,420 19,867,025 22,897,122 3,030,097 15.25% 
Dept of Corrections 91,500,097 93,187,213 101,101,067 103,609,241 184,687,310 204,710,308 20,022,998 10.84% 
Department of Commerce 48,788,736 69,931,424 70,574,613 73,693,333 118,720,160 144,267,946 25,547,786 21.52% 
Labor & Industry 46,164,794 47,529,335 ‘60,883,709 62,143,910 93,694,129 123,027,619 29,333,490 31.31% 
Dept of Military Affairs 8,873,966 9,524,776 14,010,384 13,830,717 18,398,742 27,841,101 9,442,359 51.32% 
Public Health & Human Services 766,844,709 836,310,474 1,018,507,855 1 7: 1 1,603,155, 183 2,064,247,171 461,091,988 28.76% 


Total $2,389,894,774  $2,647,225,859  $2,995,930,007  $2,947,354,987  $5,037,120,633  $5,943,284.994 $906, 164,361 17.99% 
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GENERAL FUND 


As defined in 17-2-102, MCA, the general fund “accounts for all financial resources except those 
required to be accounted for in another fund.” The general fund is used to fund the general operations 
of state government. 


General fund increases by $186.8 million, or 8.6 percent. Major reasons for this increase are: 

e $35 million for increased Medicaid expenditures for current eligible recipients, and to continue 
provider rate increases established by the 1999 legislature 

e $12.9 million for additional provider rate increases 

e $26.7 for increased aid to schools, including $5.0 million for a flexible spending account and a 
1.88 percent increase each year in BASE aid and special education 

e $10.7 million for correctional population growth, additional staff, and a pay exception for certain 
correctional staff (net of a reduction in juvenile placement) 

e $7.5 million for enhanced per student state support in the Montana University System 

e $29.0 million to replace 9 and 6 mill levy revenue in the Department of Public Health and 
Human Services and the Montana University System due to passage of HB 124 

e $75.0 million to the Department of Natural Resources and Conservation to expend the proceeds 
of a loan from the permanent coal tax trust to purchase mineral rights to benefit schools 

e $29.2 million for pay plan increases appropriated in HB 13 

e $1.7 million in the Governor’s Office for an Office of Economic Development 


Figure 5 
General Fund Comparison 
01 Biennium Versus Legislative Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Leg. Budget Leg. Budget Adjusted Leg. Budget 03 Biennium 01 Biennium 
Agency Name Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Legislative Branch $6,729,738 $6,998,257 $7,963,169 $7,860,788 $13,727,995 $15,823,957 $2,095,962 15.27% 
Judiciary 8,204,056 8,494,394 10,311,730 9,890,765 16,698,450 20,202,495 3,504,045 20.98% 
Governor's Office 3,024,552 3,083,295 4,403,242 4,465,087 6,107,847 8,868,329 2,760,482 45.20% 
Commissioner of Political Prac 317,129 367,961 355,213 359,417 685,090 714,630 29,540 4.31% 
State Auditor's Office 1,006,595 2,427,878 338,260 336,923 3,434,473 675,183 (2,759,290) -80.34% 
Office of Public Instruction 480,885,526 496,165,335 497,151,704 506,849,250 977,050,861 1,004,000,954 26,950,093 2.76% 
Crime Control Division 2,511,110 2,553,913 1,807,770 1,844,149 5,065,023 3,651,919 (1,413,104) -27.90% 
Department of Justice 21,562,997 22,032,935 23,634,028 24,332,445 43,595,932 47,966,473 4,370,541 10.03% 
Board of Public Education 137,503 138,362 174,567 177,735 275,865 352,302 76,437 27.71% 
Commissioner of Higher Ed 124,494,535 127,073,939 138,822,125 146,994,457 251,568,474 285,816,582 34,248,108 13.61% 
School for the Deaf & Blind 3,194,426 3,353,011 3,536,951 3,653,186 6,547,437 7,190,137 642,700 9.82% 
Montana Arts Council 280,604 278,549 341,658 324,365 559,153 666,023 106,870 19.11% 
Library Commission 1,597,833 1,623,562 2,005,956 1,779,828 3,221,395 3,785,784 564,389 17.52% 
Historical Society 1,650,520 1,575,925 1,863,294 1,893,434 3,226,445 3,756,728 530,283 16.44% 
Dept. of Fish,Wildlife & Parks 419,466 417,048 281,818 281,817 836,514 563,635 (272,879) -32.62% 
Dept of Environmental Quality 3,266,376 3,546,651 4,361,417 4,070,797 6,813,027 8,432,214 1,619,187 23.77% 
Department of Transportation 250,000 250,000 0 0 500,000 0 (500,000) -100.00% 
Department of Livestock §32:277/ 5 9 684,345 615,336 639,319 1,216,622 1,254,655 38,033 3.13% 
Dept Nat Resource/Conservation 16,529,294 17,012,277 91,889,816 17,259,334 33,541,571 109,149,150 75,607,579 225,41% 
Department of Revenue 39,981,718 83,165,934 28,767,490 29,402,233 123,147,652 58,169,723 (64,977,929) -52.76% 
Department of Administration 3,955,998 4,217,651 4,452,987 4,476,739 8,173,649 8,929,726 756,077 9.25% 
Appellate Defender 0 0 0 187,882 0 187,882 187,882 - 
MT Dept of Agriculture 608,714 519,579 805,981 824,167 1,128,293 1,630,148 501,855 44.48% 
Dept of Corrections 89,104,188 90,489,229 97,820,001 100,300,414 179,593,417 198,120,415 18,526,998 10.32% 
Department of Commerce 2,095,231 2,270,472 1,790,466 1,834,055 4,365,703 3,624,521 (741,182) -16.98% 
Labor & Industry 1,510,870 1,531,277 2,040,043 2,088,192 3,042,147 4,128,235 1,086,088 35.70% 
Dept of Military Affairs 2,793,106 2,954,871 4,386,026 4,300,362 5,747,977 8,686,388 2,938,411 51.12% 
Public Health & Human Services 228,813,863 232,535,810 264,480,769 277,206,875 461,349,673 541,687,644 80,337,971 - 17.41% 


Total $1,045,458,225  $1,115,762,460  $1,194,401,817 $2,348,035,832 $186,815,147 8.64% 





Partially offsetting these increases is a reduction in the Department of Revenue of $70.6 million over 
the biennium that had been appropriated for local government reimbursements. These 
reimbursements will be made through a statutory appropriation in the 2003 biennium. 
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STATE SPECIAL REVENUE 


As defined in 17-7-102, MCA, the state special fund “consists of money from state and other non- 
federal sources deposited in the state treasury that is earmarked for the purposes of defraying 
particular costs of an agency, program, or function of state government and money from other non- 
state or non-federal sources that is restricted by law or by the terms of an agreement, such as a 
contract, trust agreement, or donation.” 


State special revenue increases by $33.4 million, or 4.4 percent. This increase is due to a number of 
offsetting increases and decreases. The primary decreases are: 
e $27.7 million due to replacement of 9 and 6 mill levy revenue with general fund due to the 
passage of HB 124 
e $19.5 million in the Department of Environmental Quality due to a reduction in requested 
authority for bond forfeitures 
e $5.8 million in the Montana University System to replace 6 mill levy revenue reduced due to 
actions by the 1999 legislature 


Figure 6 
State Special Revenue Fund Comparison 
01 Biennium Versus Legislative Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Leg. Budget Leg. Budget Adjusted Leg. Budget 03 Biennium 01 Biennium 
Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Legislative Branch $2,115,977 $1,723,761 $2,399,113 $1,830,767 $3,839,738 $4,229,880 $390,142 10.16% 
Consumer Counsel 867,516 1,098,793 1,215,840 1,233,970 1,966,309 2,449,810 483,501 24.59% 
Judiciary 1,488,214 1,653,994 1,830,255 1,782,519 3,142,208 3,612,774 470,566 14.98% 
Mt.Chiropractic Legal Panel 10,539 17,193 15,000 15,000 27,732 30,000 2,268 8.18% 
Governor's Office 230,746 271,752 1,332,572 321,115 502,498 1,653,687 1,151,189 229.09% 
State Auditor's Office 2,206,376 3,283,226 3,413,632 3,469,094 5,489,602 6,882,726 1,393,124 25.38% 
Office of Public Instruction 1,242,216 1,266,006 935,368 6,025,620 2,508,222 6,960,988 4,452,766 177.53% 
Department of Justice 19,881,780 21,254,467 23,176,201 23,065,786 41,136,247 46,241,987 5,105,740 12.41% 
Public Service Regulation 2,300,576 2,491,662 3,368,028 2,617,817 4,792,238 5,985,845 1,193,607 24.91% 
Board of Public Education 160,152 189,009 177,202 179,492 349,161 356,694 7,533 2.16% 
Commissioner of Higher Ed 15,567,144 16,151,000 12,832,248 13,066,460 31,718,144 25,898,708 (5,819,436) -18.35% 
School for the Deaf & Blind 228,068 228,069 235,065 235,065 456,137 470,130 13,993 3.07% 
Montana Arts Council 132,440 129,399 140,829 137,416 261,839 278,245 16,406 6.27% 
Library Commission 667,481 673,616 934,683 915,728 1,341,097 1,850,411 509,314 37.98% 
Historical Society 192,586 240,533 576,565 580,876 433,119 1,157,441 724,322 167.23% 
Dept. of Fish,Wildlife & Parks 31,653,448 32,745,745 35,678,694 36,663,316 64,399,193 72,342,010 7,942,817 12.33% 
Dept of Environmental Quality 19,857,864 62,245,331 53,619,185 14,483,906 82,103,195 68,103,091 (14,000,104) -17.05% 
Department of Transportation 179,411,483 146,951,147 175,474,245 179,572,144 326,362,630 355,046,389 28,683,759 8.79% 
Department of Livestock 6,241,457 6,279,501 7,080,628 7,187,646 12,520,958 14,268,274 1,747,316 13.96% 
Dept Nat Resource/Conservation 12,791,352 14,045,047 19,728,477 16,615,742 26,836,399 36,344,219 9,507,820 35.43% 
Department of Revenue 252,985 252,854 468,466 487,875 505,839 956,341 450,502 89.06% 
Department of Administration 1,041,985 1,082,650 2,771,725 2,848,663 2,124,635 5,620,388 3,495,753 164.53% 
Appellate Defender 170,891 192,427 181,048 0 363,318 181,048 (182,270) -50.17% 
MT Dept of Agriculture 7,451,196 9,018,186 8,399,643 8,874,527 16,469,382 17,274,170 804,788 4.89% 
Dept of Corrections 1,601,137 1,699,613 1,730,490 1,727,843 3,300,750 3,458,333 157,583 4.77% 
Department of Commerce 12,273,510 13,551,314 3,008,301 3,153,634 25,824,824 6,161,935 (19,662,889) -76.14% 
Labor & Industry 13,001,709 15,020,083 23,685,009 24,576,547 28,021,792 48,261,556 20,239,764 72.23% 
Dept of Military Affairs 82,946 193,521 308,781 409,529 276,467 718,310 441,843 159.82% 
Public Health & Human Services 32,370,025 45,503,994 29,196,800 32,322,406 77,874,019 61,519,206 (16,354,813) -21.00% 


Total $365,493,799 $39,453,893 $413.914,093  $384,400,503  $764,947,692 $798,314,596 $33,366,904 4.36% 
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Major increases include: 

e $6.3 million county funds due to establishment of an intergovernmental transfer program in the 
Department of Public Health and Human Services 

e $23.0 million for an accounting change, increased construction match, and assumption of 
maintenance of secondary highways in the Department of Transportation 

e $8.7 million in the Department of Natural Resources and Conservation for state water 
rehabilitation projects and other operating adjustments 

e $6.2 million in the Department of Fish, Wildlife and Parks for a variety of new and expanded 
programs 

e $5.1 million in the Office of Public Instruction to expend from the flexible spending account 
created in SB 390 

e $14.7 million for pay plan appropriated in HB 13 


FEDERAL REVENUE 


As defined in 17-7-102, MCA, the federal special fund “consists of money deposited in the treasury 
from federal sources, including trust income, that is used for the operation of state government.” 


Federal funds increase by $678.9 million, or 32.5 percent. The major increases occur in the 
department of Public Health and Human Services, although these increases, along with the increase in 
the Montana University System and the Department of Transportation, are skewed by the inclusion of 
$172.7 million in required accounting changes. The Departments of Public Health and Human 
Services, Transportation, Commerce, and the Office of Public Instruction, account for 89.7 percent of 
the increase. 


Figure 7 
Federal Special Revenue Fund Comparison 
01 Biennium Versus Legislative Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Leg. Budget Leg. Budget Adjusted Leg. Budget 03 Biennium 01 Biennium 
Agency Name Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Judiciary $75,000 $74,999 $463,725 $363,725 $149,999 $827,450 $677,451 451.64% 
Governor's Office 43,656 43,075 2,532,806 46,926 86,731 2,579,732 2,493,001 2874.41% 
Office of Public Instruction 78,956,968 81,770,350 104,870,527 108,513,939 160,727,318 213,384,466 52,657,148 32.76% 
Crime Control Division 8,244,466 12,629,225 10,275,748 10,133,561 20,873,691 20,409,309 (464,382) -2.22% 
Department of Justice 2,399,789 2,300,037 3,869,417 3,937,797 4,699,826 7,807,214 3,107,388 66.12% 
Public Service Regulation 15,616 20,099 13,878 14,193 35,715 28,071 (7,644) -21.40% 
Commissioner of Higher Ed 32,211,455 44,177,638 45,976,435 47,295,609 76,389,093 93,272,044 16,882,951 22.10% 
School for the Deaf & Blind 81,394 81,394 88,898 88,898 162,788 177,796 15,008 9.22% 
Montana Arts Council 400,212 442,934 477,500 477,500 843,146 955,000 111,854 13.27% 
Library Commission 692,307 1,433,955 1,705,694 780,694 2,126,262 2,486,388 360,126 16.94% 
Historical Society 461,688 540,326 874,498 898,276 1,002,014 1,772,774 770,760 76.92% 
Dept. of Fish,Wildlife & Parks 11,491,288 10,278,631 15,087,709 15,387,069 21,769,919 30,474,778 8,704,859 39.99% 
Dept of Environmental Quality 14,667,880 15,942,243 24,954,384 21,524,363 30,610,123 46,478,747 15,868,624 51.84% 
Department of Transportation 243,276,564 302,957,956 315,828,563 328,008,630 546,234,520 643,837,193 97,602,673 17.87% 
Department of Livestock 447,159 490,114 1,399,990 1,412,279 937,273 2,812,269 1,874,996 200.05% 
Dept Nat Resource/Conservation 1,507,322 1,768,253 2,833,903 2,097,250 3,275,575 4,931,153 1,655,578 50.54% 
Department of Revenue 1,997,926 _. 2,085,049 2,345,698 2,487,603 4,082,975 4,833,301 © 750,326 18.38% 
Department of Administration 28,670 32,332 865,419 65,393 61,002 930,812 869,810 1425.87% 
MT Dept of Agriculture 518,056 1,182,096 2,641,377 650,868 1,700,152 3,292,245 1,592,093 93.64% 


Dept of Corrections 457,885 582,104 962,349 985,955 1,039,989 1,948,304 908,315 87.34% | 


Department of Commerce 27,677,052 45,470,512 65,775,846 68,705,644 73,147,564 134,481,490 61,333,926 83.85% 
Labor & Industry 31,604,562 30,930,157 35,098,295 35,416,885 62,534,719 70,515,180 7,980,461 12.76% 
Dept of Military Affairs 5,997,914 6,376,384 9,315,577 9,120,826 12,374,298 18,436,403 6,062,105 48.99% 
Public Health & Human Services 505,660,821 558,270,670 724,830,286 736,210,035 1,063,931,491 1,461,040,321 397,108,830 37.32% 


Total $968,915,650 $1,119,880,533  $1,373,088,522  $1,394,.623918 $2 088,796,183  $2,767,712,440 $678,916,257 32.50% 
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Major non-accounting change increases include: 

e¢ $362.1 million for Medicaid caseload increases and a more favorable federal matching rate, 
FAIM Phase II-R, and the Intergovernmental Transfer Program 

e $52.4 million in the Office of Public Instruction, primarily in increased and new federal grants to 
schools for a variety of purposes, including school facility improvements 

e $71.0 million to the Department of Transportation for continuing higher federal funds for highway 
construction, maintenance, administration, and planning; and due to a federal sanction 
associated with Montana’s lack of compliance with federal open container and repeat drinking 
and driving sentencing requirements | 

e $62.2 million in the Department of Commerce, primarily for expected increases in federal 
Section 8 housing funds | 

e $10.1 million to implement the pay plan contained in HB 13 


PROPRIETARY FUNDS 


As defined in 17-7-102, MCA, proprietary funds are designated as either enterprise or internal service 
funds. Enterprise funds “account for operations: a) that are financed and operated in a manner similar 
to private business enterprises whenever the intent of the legislature is that costs (i.e. expenses, 
including depreciation) of providing goods or services to general public on a continuing basis are to be 
financed or recovered primarily through user charges; or b) whenever the legislature has decided that 
periodic determination of revenue earned, expenses incurred, or net income is appropriate for capital 
maintenance, public policy, management control, accountability, or other purposes.” Internal service 
funds “account for the financing of goods or services provided by one department or agency to other 
department or agencies of state government or to other governmental entities on a cost reimbursed 
basis.” 


State law does not require that most internal services funds be appropriated. Therefore, any increases 
in the programs supported with these proprietary funds are not reflected in the table. For enterprise 
funds, only lottery and liquor control expenditures must be appropriated in HB 2. 


Proprietary funds increase by $5.2 million, or 23.5 percent, primarily due to provision of enterprise 
funds to support a portion of gambling and liquor control in the Department of Justice, and expansions 
in the Montana State Lottery. Proprietary funds within the Departments of Commerce, Labor and 
Industry, and Administration were significantly affected by the reorganization of the Department of 
Commerce. 


Figure 8 
Proprietary Fund Comparison 
01 Biennium Versus Legislative Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Leg. Budget Leg. Budget Adjusted Leg. Budget 03 Biennium 01 Biennium 
Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Office oi Public Instruction $0 $0 $73,133 $73,133 $0 $146,266 $146,266 

Department of Justice 21,974 21,205 690,433 783,835 43,179 1,474,268 1,431,089 3314.32% | 
Historical Society 730,850 801,657 858,346 879,076 1,532,507 1,737,422 204,915 13.37% 
Dept. of Fish, Wildlife & Parks 0 0 0 0 0 0 0 

Department of Revenue 1,830,488 1,870,604 1,970,206 2,027,392 3,701,092 3,997,598 296,506 8.01% 
Department of Administration 41,008 38,395 8,990,112 9,003,887 79,403 17,993,999 17,914,596 22561.61% 
MT Dept of Agriculture 275,297 293,901 361,701 338,858 569,198 700,559 131,361 23.08% 
Dept of Corrections 336,887 416,267 588,227 595,029 753, 154 1,183,256 430,102 57.11% 
Department of Commerce 6,742,943 8,639,126 0 0 15,382,069 0 (15,382,069) -100.00% 
Labor & Industry 47,653 47,818 60,362 62,286 95,471 122,648 27,177 28.47% 


Total $10,027,100 $12,128,973 $13,592,520 $13,763,496 $22,156,073 $27,356,016 $5,199,943 23.47% 
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OTHER BUDGET OR FISCAL ACTIONS 


INTRODUCTION 


The “Other Budget or Fiscal Actions” section discusses several issues of either statewide or multi- 
agency fiscal impact. It addresses significant issues contained in HB 2, other cat and dog bills, and/or 
statutory appropriations, as well as issues not related to any specific legislation. The issues discussed 
in the next several pages are: 


e Other Appropriation Bills - lists and describes appropriations provided in bills other than HB 2 

e Fund Balance Adequacy - discusses the ending fund balance and its sufficiency to ensure 
budget stability and meet unanticipated needs 

e Local Government Distributions (“the Big Bill”) - is a summary of HB 124, which made significant 
changes in how local governments are funded 

e Status of Tobacco Settlement Funds - provides a summary of total tobacco settlement funds 
received, anticipated interest collections from the tobacco trust fund established by the 
electorate, and use of the interest by the legislature 

e Public School Funding - lists and describes all action taken by the legislature regarding school 
funding, and compares 2003 biennium appropriations to the 2001 biennium 

e Energy Issues - describes all action taken by the legislature to address both public and private 
sector energy. issues 

e Economic Development - provides a description of all action taken by the legislature directly 
related to economic development, which was one of the Governor’s stated priorities 

e Department of Commerce Reorganization - describes the effects of SB 445, including creation 
of the Governor’s Office of Economic Development and significant reorganization of the 
Department of Commerce 

e Information Technology Governance — describes legislation that changed the governing 
structure for state government information technology 

e Mental Health Services Interim Study — lists and describes legislation passed by the legislature 
that arose out of recommendations of the Legislative Finance Committee’s 2001 biennium 
mental health study 

e TANF Spending — discusses Temporary Assistance for Needy Families action by the legislature 
as the program moves into a new phase — FAIM Phase II-R 

e POINTS Issues/Operations — POINTS is the Department of Revenue’s integrated revenue and 
tax system, currently in progress. This section describes the status of the project and actions 
taken by the legislature to address development and implementation issues 
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Other Budget or Fiscal Actions Introduction 


Personal Services Funding 
«= State Employee Pay Plan (HB 13) — discusses the state employee pay plan passed by 
the legislature, which includes both a salary and insurance adjustment component 
= State Employees - FTE Summary - lists state employees per agency, and compares 
this total to the 2001 biennium 
» Vacancy Savings — describes the vacancy savings enacted by the legislature 
Proprietary Funds and Rate-Setting — lists all programs funded with proprietary funds, and for 
which the legislature does not set an appropriation, but rather sets the rates the programs can 
charge 
Long Range Planning Summary — discusses all long-range planning bills, including 
appropriations and available funds 
Fiscal 2001 Supplemental Appropriations — lists and describes all fiscal 2001 supplemental 
appropriations provided to state agencies, including fire costs and Medicaid cost overruns 
Fee Changes -— lists changes in fees either made by the legislature or assumed in the budgeting 
process, including Montana University System tuition 
Legislative Interim Studies — lists and describes all interim studies requested by the legislature, 
from which the Legislative Council will prioritize studies for the 2003 biennium 
Other Major Funds 
# Highways Special Revenue Account — discusses the account through which the state 
funds highway-related activities, and provides a summary of the cash flow analysis for 
this and future biennia 
=» Resource Indemnity Trust — discusses the status of the trust and the accounts that 
receive income from either tax or trust interest revenues, including the significant 
changes made by the 2001 legislature 
= Combined Coal Severance Tax — lists the programs that receive revenue from a portion 
of the coal severance tax, and how the legislature prioritized and funded those programs 
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Other Budget or Fiscal Actions Other Appropriations Bills 


OTHER APPROPRIATIONS BILLS 


The great majority of direct appropriations are made in HB 2, the general appropriations bill. However, 
other bills can also contain appropriations. The following figure lists all bills in which a separate 
appropriation was made. The list does not include bills that either established or changed existing 
statutory appropriations. 


Figure 1 
Other Appropriations Bills 
2003 Biennium 


2003 Biennium 2003 Biennium 2003 Biennium 
Bill No. Descriiption General Fund Other Funds Total Funds 


Long Range Planning Bills 
HB 5 Capital Projects - Cash 


HB 6 Renewable Resource Grants 

HB 7 Reclamation and Development Grants 
HB 8 Renewable Resource Loans 

HB 9 Cultural and Aesthetic Grants 

HB 10 Oil Overcharge Appropriation 

HB 11 Treasure State Endowment 

HB 12 Bond Proceeds for Energy Conservation 
HB 14 Capital Projects - Bonds 


Total 


Other Appropriations Bills 
HBAs State Employee Pay Plan 


HB 98 Chiropractic Legal Panel Funding Change 
HB 124 
HB 144 
HB 186 
HB 395 
HB 444* 
HB 447 
HB 456 
HB 468 
HB 516 
HB 577 
HB 625 
HB 626 
HB 637 
SB 191 
SB 393 
SB 495* 


Legislative Broadcasting Service 
Predator Control 
Dental Hygiene Program 


Marysville Road 
Breast and Cervical Health Program Medicaid 


Game Warden Training Program 
Interim Study of School Funding 
State - Fort Belknap Water Compact 


Office of Restorative Justice 


Lewis and Clark License Plates 


Total 
Total All Bills 


*Represent transfers, rather than appropriations. 


Revise Local Government Funding (the Big Bill) 


Natural Resource Damage AssessmentLitigation 


Newborn Hearing Screening/Tracking/Intervention 


Information Technology Systems for Dept. of Justice 


Specialty License Plate Decals for Organizations 


Revise State Land Laws to Increase Funding for Trust 


$0 
0) 
0 
0 


$523,575 


$31,089,868 
0 
162,484,204 
0 

0 

119,683 

0 

0 

387,810 

0 

0 

0 

20,000 
50,000 

0 

146,010 
480,000 

0 


$194,777,575 


$195,301,150 


$80,815,015 
4,825,741 
4,100,000 
18,956,102 
417,555 
653,000 
17,730,118 
3,550,000 


25,025,286 


$156,072,817 


$38,702,050 
50,000 

0 
1,300,000 
50,000 

0 

990,000 
1,000,000 
0 

100,000 
65,299 
5,620,000 
0 

0 

200,000 

0 

0 


75,000,000 


$123,077,349 


$279,150,166 


$80,815,015 
4,825,741 
4,100,000 
18,956,102 
941,130 
653,000 
17,730,118 
3,550,000 
25,025,286 


$156,596,392 


$69,791,918 
50,000 
162,484,204 
1,300,000 
50,000 
119,683 
990,000 
1,000,000 
387,810 
100,000 
65,299 
5,620,000 
20,000 
50,000 
200,000 
146,010 
480,000 
75,000,000 


$317,854,924 


$474,451,316 





The long-range planning bills are discussed in Volume 4, Section F of this report. HB 13 (State 
Employee Pay Plan), HB 124 (Local Government Funding), and SB 495 (Revise State Land Laws to 
Increase Funding for Trust) are discussed in separate sections of this volume (SB 495 in the section 
that discusses education funding). The other bills are discussed in the narratives of the appropriate 
agencies in either Volume 3 or Volume 4. A short description of these bills follows. 
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House Bill 98 — The legislature appropriated the anticipated ending fund balance in the account that 
funds the Chiropractic Legal Panel. The account derives its income from assessments on chiropractic 
physicians. 


House Bill 144 — This bill creates a state government broadcasting service to provide gavel-to-gavel 
broadcasting of the legislative session. Funds were appropriated to the Legislative Services Division 
and are derived from an increase in the lobbyist license fee of $100 (from $50 to $150), and from 
grants, donations, and gifts. Start-up funds will be raised through a general fund loan. 


House Bill 186 — General license account funds in the Department of Fish, Wildlife, and Parks were 
appropriated to increase funding for predator control. 


House Bill 395 — General fund was provided to match federal funds and fund establishment of a dental 
hygiene program at the Great Falls College of Technology. 


House Bill 444 — The legislature appropriated a loan from the Coal Tax Permanent Fund to the 
Department of Justice to continue to pursue the natural resource damage assessment and litigation 
and remaining damage claims and appeals against ARCO. Repayment would be made from any 
settlement funds received. 


House Bill 447 — Federal funds were appropriated to the Department of Transportation to conduct work 
on the Marysville secondary highway. The funds are contingent upon provision by the federal 
government of funding specifically for this purpose. 


House Bill 456 — HB 456 provides for Medicaid coverage for persons who have participated in the 
Montana Breast and Cervical Health Program and who require treatment for breast or cervical cancer. 
Funding is from the general fund to the Department of Public Health and Human Services to match 
federal Medicaid funds. The department is requested to consider including funding for this program in 
the 2005 biennium budget request from tobacco settlement interest funds. 


House Bill 468 — HB 468 establishes a newborn hearing screening program. Fund balance from the 
Montana Telecommunications Access Program fund was appropriated to the Department of Public 
Health and Human Services to fund acquisition of newborn hearing equipment. 


House Bill 516 — General license account funds in the Department of Fish, Wildlife, and Parks were 
appropriated to allow the department to re-establish its intern program, which employs students from 
Montana post-secondary education units. 


House Bill 577 — This bill authorizes the Department of Justice to obtain a loan from the Board of 
Investments to finance an information technology system for the Motor Vehicle Division and the 
acquisition of video gambling automated accounting and reporting system data collection units for the 
Gambling Control Division. Funding to repay the loan is from an increase in the lien filing fee. The 
appropriation is to allow expenditure of the loan amount. 


House Bill 625 — HB 625 requires the Office of Public Instruction and the Governor’s Office to conduct a 
study of K-12 education funding. The Governor's Office and OPI are charged with conducting the 
study, while the interim Education Committee is charged with conducting hearings and taking public 
comment. Funding was provided to OPI and to the Legislative Services Division from the general fund. 
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Other Budget or Fiscal Actions Other Appropriations Bills 


House Bill 637 — Up to $200,000 of state special revenue funds were appropriated to create an Office 
of Restorative Justice in the Department of Justice, and to promote and provide grants to restorative 
justice programs. No specific source of funding has been identified. Any federal funds that become 
available for this purpose would be added via budget amendment. 


Senate Bill 191 and Senate Bill 393 — SB 191 allows organizations to sponsor specialty license plates, 
while SB 393 creates a Lewis and Clark bicentennial license plate. Purchasers of either type of license 
will pay an additional fee. The appropriated funds are to the Department of Corrections for costs to 
manufacture the plates, with a small amount for programming costs in the Department of Justice. 


ESS ae a Oe ee eS ee ee, 
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FUND BALANCE ADEQUACY 


The economic outlook for Montana is very tenuous. Economic growth in Montana is expected to 
remain sluggish. In addition, the state’s fiscal stability is not immune to economic and political changes, 
both nationally and globally. General economic factors impacting the slower growth in state revenues 
during fiscal 2001 include the depression of prices for natural resources and farm products, in addition 
to the lower business revenues and corporate revenues. Higher energy costs are also taking a toll. 
The outlook for the 2003 biennium is much less certain, although modest increases are projected for 
natural resources and farm products. 


Attaining general fund budget stability requires more than simply setting appropriations equal to 
anticipated revenues, with a positive ending fund balance serving as a safety net. The adequacy of 
the state’s general fund balance can determine whether or not the state is forced to confront the 
consequences of fiscal instability. During the 1993 and 1995 biennia, the state held three special 
legislative sessions to deal with budget shortfalls. And the higher than normal fund balance reserve of 
$68 million (3 percent of total expenditures) left by the legislature following the May 2000 Special 
Session provided a sufficient cushion to deal with the unbudgeted and unanticipated high fire 
suppression costs as well as high supplemental needs for human services and other programs. 


Because of the cost and disadvantages of taking a reactive approach to budget imbalances, the more 
optimal method is to approach them proactively through provision of adequate fund balance reserves. 
National fiscal experts, such as the National Conference of State Legislatures (NCSL), recommend a 
reserve fund balance of 3 to 5 percent of total appropriations or revenues, and a recent survey showed 
a median general fund balance reserve for all states. Because Montana’s budget is implemented on a 
biennial basis -- resulting in considerably more risk than an annual budgeting process -- the 3 to 5 
percent should be applied to biennial totals. For Montana, with a total general fund budget of $2.8 
billion, this equates to an over $80 million ending fund balance. 


Recognizing the economic uncertainties facing the state, the Fifty-seventh Legislature adopted a 
moderate projected ending general fund balance of $53.8 million. Since the end of the 2001 session, 
additional revenues have been identified, the largest portion resulting from one-time audit revenues. 
The projected 2003 biennium fund balance as of this printing is $66.7 million (a 2.5 percent reserve). 
This is considerably improved over the 1 percent or less fund balance reserves that were common prior 
to the 2001 biennium. 
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LOCAL GOVERNMENT FUNDING - HOUSE BILL 124 


HB 124, referred to as “the Big Bill” during the 2001 legislative session, dramatically altered the method 
of collection and distribution of funds to local governments, as well as changes in other relationships 
between the state and local governments. Beginning in fiscal 2002, HB 124 reallocates revenue 
received by local governments, school districts, and some state special revenue accounts to the 
general fund. HB 124 replaces foregone revenue with permanent state entitlement grants to counties 
and cities, two-year block grants to school districts and countywide school accounts, permanent 
entitlement grants to tax increment financing districts, and permanent transfers to state special revenue 
accounts. Each of these payments is from the state general fund. HB 124, in conjunction with SB 339 
and SB 176, also requires the state to assume costs of public assistance and child welfare and district 
courts in each county of the state. 


Figure 2 shows a summary of changes in state general fund revenue and expenditures, and the net 
impact to the general fund as a result of HB 124 in fiscal 2002 and 2003. 


Figure 2 
HB 124 - Summary of General Fund Revenue and Expenditures 


General Fund 


Revenue or Expenditure Item Fiscal 2001 Fiscal 2002 Fiscal 2003 
‘Change in Revenues $15,436,750 $128,419,843  $133,369,518 
Change in Spending (Appropriations and Transfers) 
County & Consolidated Gov't Entitlements - 41,183,585 28,116,142 
City Entitlements - 43,462,283 44,766,151 
Tax Increment Financing (TIF) Districts - 4,660,430 3,901,981 
School District Block Grants * - 57,197,378 57,197,378 
Countywide School Accounts - 12,734,998 12,831,785 
District Court Costs (HB 2 for 2002) - 800,500 22,522,666 
Transfers to State Special Accounts - 11,939,631 6,326,362 
Public Assistance and Child Welfare (HB 2) - 14,125,365 14,496,164 
Other State Agencies - 237 ,326 343,935 
SB 184 Reimbursements (HB 2) - (54,934,392) (54,934,392) 
Other Agencies (HB 2) - 237,326 343,935 
Statutory Appropriations Eliminated - (907,000) (929,000) 
Total Changes in Spending - 130,737,430 134,983,106 
Impact of HB 124 on General Fund Balance $15,436,750 ($2,317,586) ($1,613,588) 


* Biennial appropriations 

County and consolidated government entitlements were calculated by the Department of Revenue on the 
basis of growth rates of 2.3 percent for counties and 2.65 percent for consolidated governments in each’ 
year of the 2003 biennium. The growth rate required in HB 124 is 3 percent per year for each government 
type for each year of the 2003 biennium. 


REVENUES 


Beginning July 1, 2001, the revenue sources which local governments, school districts, and state 
special revenue accounts will relinquish are listed below. 

e Motor vehicle registration fees, license and decal fees, plate fees, and titling fees 

e District court fees, fines and forfeitures (fiscal 2003 only) 
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e Gambling revenue 

e Financial institutions corporation tax 

e State aeronautics fees 

e Alcohol related taxes 

e SB 184 personal property tax reimbursements 

e 9mill levy revenue 

e State payments-in-lieu-of tax (PILT) and county land planning grants 


Figure 3 shows the change in revenues to the state general fund as a result of HB 124 during the 2003 
biennium. The net general fund increase in revenues is expected to be $15.4 million in fiscal 2001 and 
$128.4 million in fiscal 2002 and $133.4 million in fiscal 2003. The amount in fiscal 2001 is due to one- 
time accruals of revenue from the financial institutions tax and gambling taxes. 


The largest source of revenue is 


motor vehicle registration and license 
fees. All fees from all vehicles 
(except from vehicles registered in 
multiple states, i.e. International 
Registration Plan (IRP) vehicles) will 
be deposited in the state general 
fund, including those formerly 
deposited to state special revenue 
accounts. The revenue from IRP 
vehicles will be deposited in the 
highway account. 


Two sources of revenue will produce 
one-time-only impacts --_ financial 


Figure 3 


HB124 General Fund Revenue Impacts 


Revenue Source Fiscal 2001 
Beer 

Liquor 

Wine 

Corporation- Financials 
Corporation - Financials accrual 
District Court Fees 

Vehicle Fees 

Vehicle FILT 

Video Gaming 

Video Gaming Accrual 

Prop Tax - Financials 

Prop Tax - Vehicles 

SB448 - 25 cents/Vehicle 
SB317 Beer Tax 

SB48 Beer Tax 

HB519 Video Gambling 


8,523,000 


6,913,750 


Fiscal 2002 


$2,556,000 
1,736,000 
193,000 
8,652,000 


12,801,827 

77,318,972 

27,593,000 
(1,185,277) 
(1,594,855) 

320,000 
(56,841) 

12 

86,000 


Fiscal 2003 


$2,668,000 
1,837,000 
201,000 
8,745,000 


1,940,363 
12,801,827 
77,554,628 
30,214,000 

(1,182,850) 
(1,594,689) 
330,000 


(86,000) 


institutions corporation tax, and | S848 Wine Tax 5 21 
gambling taxes. In each case, the 
cause of the one-time revenue is 
revenue accruals coincident to the 
reallocation of revenue from local governments to the state. The financial institutions corporation tax 
collected by the state during fiscal 2001 would have been distributed to local governments in 
September 2001 and would have been included in fiscal year-end 2001 as an accrued expenditure. 
Under HB 124, this payment will not be made and the payable will not be accrued, resulting in a one- 
time increase in financial institutions corporation tax in fiscal 2001. The state will also accrue one 
quarter of its share of gambling taxes that will now be distributed to the state general fund at the end of 
fiscal 2001. The bill mistakenly refers to fiscal 2000 as the starting point for the reallocation of gambling 
taxes instead of fiscal 2001. 


Total General Fund 


$15,436,750 


$128,419,843  $133,369,518 


Reductions associated with property taxes are the result of reclassification of motor vehicle revenue 
and financial institutions corporation taxes. Under old law, these revenue sources were distributed to 
local governments and the state general fund on the basis of each jurisdiction’s mill levy to the total mill 
levy, and thus were recorded as non-levy components of property tax. These sources will no longer be 
distributed across mill levies. Instead, financial institutions corporation tax revenue will be recorded as 
corporation tax revenue, and motor vehicle revenue will be recorded as vehicle tax revenue. 
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STATE ASSUMPTION OF DISTRICT COURTS AND WELFARE 


HB 124, in conjunction with SB 176 and SB 339, assumes responsibility for two functions, which under 
previous law, were mostly performed by counties -- district courts and public assistance and child 
welfare. Assumption of public assistance and child welfare functions will occur in fiscal 2002, while 
district court costs assumption will occur fiscal 2003. 


HB 124, in conjunction with SB 176, requires the state to operate all district courts. All district court 
costs will be borne by the state beginning in fiscal 2003, except for costs associated with the clerks of 
district court and costs associated with maintaining county courthouses. A district court council will be 
formed to develop and adopt policies and procedures to administer the state funding of district courts. 
The council members will be appointed by the end of June. 


SB 339, in conjunction with HB 124, requires the state to run the public assistance and child welfare 
systems in each county beginning in fiscal 2002. Currently, the state operates public assistance 
systems in 13 counties, and requires these counties to levy 9 mills on taxable property. Under the new 
system, the state assumes costs for public assistance in all 56 counties and abolishes the 9 mill levy 
assessment. Child welfare is operated by the State in all counties, however, under HB 124 counties 
will no longer be required to pay part of the administrative and benefit costs. 


ENTITLEMENTS, BLOCK GRANTS, AND TRANSFERS 


The entitlements, block grants, and transfers required by HB 124 are shown in Figure 4. A three-fifths 
vote of each house of the legislature is required to reduce the entitlement shares and/or the entitlement 
share growth rate. An explanation of each follows. 


Entitlements for Local Governments 

HB 124 creates a permanent entitlement grant to counties and cities. The base year entitlement share 
pool is the sum of the revenue lost by each county and city as measured by the amount of qualified 
revenue realized in fiscal 2001 less actual fiscal 2001 county expenditures on public assistance and 
child welfare, and net county expenditures on district courts. In fiscal 2002, the entitlement share pool 
is the base year entitlement share pool, plus growth, plus fiscal 2001 net county costs for district courts. 
The last is added since the state will not assume the costs of district courts until fiscal 2003. In fiscal 
2003, the entitlement share pool is base year entitlement share pool plus growth for two years. 


The entitlement grants to counties, cities, and consolidated local governments (consolidated cities and 
~ counties) will increase in the future. For fiscal 2002 and 2003, the entitlement grants will grow by 3 
percent each year for all local governments. For years thereafter, the entitlement share pool will 
increase by a statutorily-defined formula. The formula is 50 percent of the average annual growth rate 
averaged over 4 previous years (for which data are available) of gross state product, plus 50 percent of 
the average annual growth rate average over 4 previous years (for which data are available) of 
personal income. This weighted average annual growth rate is then multiplied by the following for each 
government type: 

e Counties — 54 percent 

e Consolidated local governments — 62 percent 

e Incorporated cities and towns — 70 percent 
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Section 





[Section 1] 






Subtotal 






15-31-702 
16-1-404 
16-1-406 
16-1-411 
19-6-709 
23-5-610 
67-3-205 
77-1-505 
Subtotal 












OPI 
OPI 
OPI 
Judiciary 
Judiciary 
Subtotal 
Transfers 
PHHS 
DOT 
DEQ 
Agriculture 
FWP 
Military 
Judiciary 
DOT 
Justice 
Subtotal 






















DOR 

OPI 
Higher Ed 
Judiciary 
DofA 

App Defend 
Justice 
PHHS 
PHHS 
PHHS 
PHHS 
PHHS 
PHHS 


Subtotal 























Figure 4 


Name 


Statutory Appropriation Added 


Entitlement Share Payment to Local Governments 
Tax Increment Financing Districts 


Statutory Appropriations Eliminated 


Distribution of 80% of Corp Tax from Banks to Locals 
Distribution of 34.5% of Liquor Tax to Locals 
Distribution of $2.00 of Beer Tax to Locals 

Distribution of 10% of Wine Tax to Locals 

Distribution of $0.25 of Vehicle reg. to HWP Retirement 
Distribution of 2/3 of Video Gambling Tax to Locals 
Distribution of 90% of Aircraft Registration to Locals 
County Land Equalization Payments to Locals 


Appropriations 


School District Block Grants (biennial) 
Countywide School Retirement 

Countywide School Transportation 
Reduction in District Courts Statutory Approp 
District Courts 


Adoption Services Account 

Non-restricted SSR Account 

Motor Vehicle Recycling and Disposal Program 
Noxious Weed SSR Account 

Motorboat, Snowmobile, Recreational Vehicles, OHV 
State Verteran's Cemetery Account 

District Courts 

Senior Citizen Transporation Account (SB448) 
Highway Patrol Retirement Benefits 


House Bill 2 Adjustments 


Elimination of Local Government Reimbursements 
Administration of HB124 Block Grants 
Replace Lost 6-mill Revenue 

State Assumption of District Courts 
Special Purpose District Reports 
Replace Lost Vehicle Revenue 
Computer Programming 

Public Assistance 

Child and Family Services Division 
Director's Office 

Health Policy and Services Division 
Quality Assurance Division 

Operation and Technology Division 


Total Change in General Fund Spending 
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Fiscal 2002 


$84,645,868 
4,660,430 


89,306,298 


(320,000) 


587,000 
(907,000) 


57,197,378 
10,920,239 
1,814,759 


69,932,376 


2,873,853 
748,520 
1,513,425 
405,162 
117,908 
5,742,983 
268,890 
268,890 
11,939,631 


(54,934,392) 
37,500 
194,088 
800,500 


5,738 
3,852,988 
2,206,194 

93,333 
6,717,000 
211,082 
1,044,768 
(39,771,201) 


$130,500, 104 


Local Government Funding — HB 124 










Fiscal 2003 


$72,882,293 
3,901,981 
76,784,274 


(330,000) 


599,000 
(929,000) 


57,197,378 
11,003,234 

1,828,551 
22,522,666 
92,551,829 


36,764 
2,916,961 
759,748 
1,536,126 
411,239 
119,677 
272,923 
272,923 
6,326,362 


(54,934,392) 
12,500 
124,088 
28,446 
178,901 
4,006,121 
2,241,893 
96,915 
6,862,000 
218,916 
1,070,319 
(40,094,293) 


$134,639,171 
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Growth in the statewide entitlement share for each government type is then allocated to each county, 
consolidated local government, city, and town on the basis of the following allocation formula: 


Beginning in fiscal 2002, the entitlement share for each jurisdiction is the base year entitlement share 
for each jurisdiction in the pool plus 3 percent growth. Beginning in fiscal 2003, 50 percent of the 
growth amount is distributed in the same manner as the base year entitlement shares, and 50 percent 
of the growth is distributed on the basis of the ratio of each jurisdiction’s population to the total 
population for each government type. The non-growth components of the entitlement share pool will be 
distributed as the entitlements were distributed in the prior year. 


The entitlement grants will be distributed on a quarterly basis beginning September 15, 2001. 


Entitlement Grants to Tax Increment Financing Districts (TIF’s) 

The entitlement grants to non-industrial and industrial TIF’s are specified in HB 124 for each TIF in the 
state. The entitlement grants to non-industrial TIF’s are constant and ongoing until the TIF ceases to 
exist. The entitlement grants to industrial districts are constant for each year of the 2003 biennium, are 
cut in half for each year of the 2005 biennium, and are eliminated thereafter. 


Total biennial entitlement grants to TIF’s are $8.6 million during the 2003 biennium. Payments to non- 
industrial TIF’s must be made one-half in November and one-half in May of each fiscal year. Payments 
to industrial TIF’s must be made one-half in December and one-half in July of each fiscal year. 


Block Grants to School Districts 

HB 124 contains appropriations for block grants to school districts and countywide school transportation 
and retirement accounts for fiscal 2002 and 2003. The biennial appropriation is $114.4 million to 
districts and $25.6 million to countywide accounts. 

The amount of each school district block grant in fiscal 2002 will be the sum of: 1) 93.4 percent of fiscal 
2001 actual collections of motor vehicle revenue; 2) financial institutions revenue; 3) aeronautics fees; 
4) state PILT payments; and 5) SB 184 reimbursements. If the amount calculated for fiscal 2002 is 
more than one half the appropriated amount of $114.4 million, then the amount of the block grant for 
each school district must be prorated in fiscal 2003. If the biennial appropriated amount for school 
district block grants is more than sufficient to fund twice the sum of the fiscal 2001 revenue amounts 
foregone, then the fiscal 2003 block grants may grow by no more than 0.76 percent of the fiscal 2002 
block grant amount. 


Block grants to countywide school accounts are specified in HB 124 for each county. The growth in 
block grants between fiscal 2002 and fiscal 2003 is 0.76 percent. 


Block grants to school districts and to countywide school accounts will continue beyond the 2003 
biennium unless altered by the 2003 legislature. If the block grants continue beyond the 2003 
biennium, HB 124 requires the average block grant for fiscal 2002 and fiscal 2003 be revised at 0.76 
per year in each succeeding year. Furthermore, HB 124 (Section 249) requires the Governor to include 
the appropriated block grant amounts for the 2003 biennium in the present law budget request for the 
2005 biennium. 


Block grants to school districts and to the countywide school accounts will be distributed 70 percent in 
November and 30 percent in May. 
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Transfers to State Special Revenue Accounts 

HB 124 eliminates the allocation of many vehicle revenue sources to state special revenue accounts 
and deposits the funds in the general fund beginning July 1, 2001. To make the accounts whole, HB 
124 requires transfers from the general fund to the impacted state special accounts. Figure 4 shows 
these transfers. 


The largest transfer, $5.8 million during the 2003 biennium, is to the Department of Transportation. 
Under old law, the highway account would have received approximately $16 million per biennium in 
Fee-In-Lieu-of-Tax (FILT) revenue from the sale of newly manufactured vehicles. HB 124 requires the 
deposit of this revenue in the general fund beginning July 1, 2001. 


Under HB 124, the highway account will receive license and FILT revenue from IRP vehicles. IRP 
vehicles are primarily large trucks registered in many states. Revenue from these trucks under old law 
was deposited in the respective county general fund. In addition to the $9.0 million per biennium in IRP 
revenue, the highway account will receive a $5.8 million transfer from the state general fund plus $0.8 
million per biennium in vehicle registration fees formerly retained by the counties. These fees 
represented 5 percent of all vehicle registration fees kept by counties for administrative purposes. 


Total new highway account revenues will be $15.6 million during the 2003 biennium, or $0.4 million less 
than what the account would have received under old law. The general fund transfer to the highway 
account will increase by 1.5 percent per year in the future. 


The next largest transfer is to the district court account for fiscal 2002 only. This account is eliminated 
in fiscal 2003 under SB 176. Under old law, this account would have received 10 percent ($5.7 million 
per year) of all FILT revenue on light vehicles. However, HB 124 eliminates the 10 percent allocation to 
the district court account beginning July 1, 2001 and requires the deposit of this money in the general 
fund. In order to supply the district court account sufficient funds for operation during fiscal 2002, $5.7 
million was transferred from the general fund to the district court account for one year. 


Many smaller transfers are also required by HB 124, including: 1) the noxious weed account (for loss of 
the vehicle weed fee); 2) the junk vehicle account (for loss of the junk vehicle fee); 3) the FWP 
recreational vehicle account (for loss of registration fees); 4) adoption services account (for loss of 
district court adoption fees); 5) the veteran’s cemetery account (for loss of veterans’ vehicle plate fee); 
6) the Highway Patrol retirement account (for loss in vehicle registration fees); and 7) the senior citizens 
transportation account (for loss of $0.25 from each new plate fee). The total of these additional 
transfers from the general fund is $6.7 million for the 2003 biennium. Except for the transfer to the 
adoption services account, these transfers are based on the fee rate formerly received by the account, 
times the current number of vehicles to which the fee was formerly applied. The transfer to the 
adoption services account of $36,764 in fiscal 2003 is required to grow at 10 percent per year in the 
future. 


LOCAL BUDGETING/LOCAL MILL LEviES 


Under old law, local governments are allowed, without voter approval, to set their mill levies based on 
last year’s revenues and the current year’s taxable value (less the value generated by newly taxable 
property). This is commonly referred to as the “float” implemented under SB 184 of the 56” 
Legislature. Local governments often increased mills to the maximum level since it was “use it or lose 
it.” HB 124 contains language allowing local governments to carry forward maximum budget authority 
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in an attempt to keep mills from floating every year. This provision, while providing local governments 
the opportunity for fiscal responsibility, may be difficult to monitor in future years. 


HB 124 also provides a growth factor in determining the maximum property tax revenues local 
governments can utilize without voter approval. Governments will be allowed to increase maximum 
property tax revenues by one-half the average rate of inflation over the past three years. For 
jurisdictions with increasing taxable value, this new provision, as well as the ability to take advantage of 
the revenue from newly taxable property, may increase upward pressure on property tax revenue. For 
jurisdictions with declining taxable values, the property tax revenue adjustment of one-half the inflation 
rate may partially or wholly offset the loss in taxable value. 


MISCELLANEOUS PROVISIONS 


Statutory mill levy caps for many local government funds have been removed. In most circumstances, 
this should not result in increased taxes. It only allows local government the opportunity to increase 
budgets outside the mill levy cap either through growth or voter approval. These caps actually imposed 
disparities among jurisdictions due to large differences in the value of a mill. For example, the current 
statutory levy cap for mosquito districts is 2 mills. In Treasure County, 2 mills generates approximately 
$4,000, whereas in neighboring Big Horn County, 2 mills generates over $50,000. 


The bill also changes collection of certain fees: 1) hail insurance; 2) livestock per capita; and 3) fire 
suppression. The Department of Revenue will begin billing and collecting for these fees rather than the 
county. These fees were typically included in the taxpayer’s property tax bill. In addition, the 
Department of Revenue will replace the State Treasurer as the collector of all county revenue remitted 
to the state. 


IMPLEMENTATION ISSUES 


Several implementation issues in HB 124 will need to be resolved. An abbreviated list of these issues 
follows. 
e Video Gaming — HB 124 terminates the distribution of video gaming revenue to local 
governments on April 1, 2000. The correct date should have been April 1, 2001 
e Entitlement Growth Rates — HB 124 requires an entitlement share growth rate of 3 percent for 
all local governments for fiscal 2002 and fiscal 2003. In the numerical information given to the 
legislature, and included in the fiscal note accompanying HB 124, the growth rate for the 
entitlement share for counties was 2.3 percent per year. The numbers in figures 1 through 3 
have been calculated at the lower growth rate 
e District Court Fees — HB 124 includes reimbursement to local government for the loss of district 
court fees beginning in fiscal 2002. The redistribution of district court fees will not take place 
until fiscal 2003, as per SB 176. The numbers in figures 1 through 3 assume the entitlement 
share for fiscal 2002 does not include district court fees 
e Adoption Services Fee — In HB 124, the revenue from the adoption services fee ($36,764) is 
deposited in the general fund, but in SB 176 it is deposited in the adoption services account. 
Because of a lack of coordination between HB 124 and SB 176, the state special adoption 
services account will receive the adoption services fee in addition to receiving a general fund 
appropriation in HB 2 for the same amount. In figures 1 through 3, general fund appropriations 
include the HB 2 appropriation 
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The entitlement shares contain reimbursement to local governments for certain fees which local 
governments will retain. These include ownership fees on manufactured homes, late vehicle 
filing fees, single movement fees related to roads, and state county land planning grants. In 
figures 1 through 3, the entitlement share amounts and the general fund revenue include all 
these fees, except for the state county land planning payments 

The entitlement shares do not contain reimbursements for certain fees which local governments 
will no longer receive. These include aircraft FILT, custom combine fees and fees and bond 
forfeiture related to highway use. These fees have been included in the revenue estimates in 
figures 1 through 3 

Motor vehicle revenue — HB 124 does not amend the distribution of vehicle revenue in the 
manner represented to the legislature during consideration of the bill. In the numbers presented 
to the legislature, all the revenue from all vehicles was assumed deposited in the state general 
fund. HB 124 deposits, in the general fund, only the revenue from the FILT on newly 
manufactured light vehicles, motor homes, motorcycles, buses, heavy trucks, and truck 
tractors. It is silent on the distribution of FILT revenue on older vehicles, as well as on travel 
trailers, campers, and other trailers. In addition, no distribution of permanent registration fees 
on light vehicles is made. The numbers in figures 1 through 3, include the FILT revenue from all 
vehicles in the general fund 
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STATUS OF TOBACCO SETTLEMENT FUNDS 


Montana receives revenue as a settling party to a Master Settlement Agreement with four original 
tobacco companies and 25 subsequent companies to end a four-year legal battle with 46 states, Puerto 
Rico, American Samoa, the U.S. Virgin Islands, the North Mariana Island, Guam and the District of 
Columbia (52 total settling entities). The total amount of tobacco settlement funds available to Montana 
is affected by a number of factors, such as inflation and sales volume changes. 


Due to passage of Montana Constitutional Figure 5 

Amendment 35 in November 2000 (Article XtIl, Tobacco Settlement Distribution 

Section 4, of the Montana Constitution), the Legislative Revenue Estimates 
legislature is required to dedicate not less than 40 | Fiscal. General. Trust’——~—SCSCST tal 
percent of tobacco settlement money to a | — Year Fund Fund _—Collections_ 


permanent trust fund (the remainder of the money is | 2000 Actual $34,804,411 $0 $34,804,411 
deposited into the general fund). The legislature did. | 2001 Estimate = 15,677,400 10,451,600 26,129,000 

; in? 2002 Estimate 18,924,600 12,616,400 —31,541,000 
not pass a Statute establishing the percentage of | a003 Estimate  19,147.200 12,764,800 31,912,000 


tobacco settlement proceeds to be deposited to the Totals $88,553,611 $35,832,800 $124,386,411 
trust fund, so the Constitutional minimum applies 
and 40 percent will be deposited to the trust. Ten percent of interest earnings are deposited to the trust 
fund, while 90 percent of interest earnings are deposited to a state special revenue account for uses 
specified in the Constitution. Those uses include: 1) tobacco prevention and disease control programs; 
and 2) programs providing benefits, services, or coverage that are related to the health care needs of 
the people of Montana. The legislature may appropriate the principal of the trust by a vote of two-thirds 
of the members of each house. Trust fund principal and interest earnings may not be used to replace 
or supplant state or federal money used to fund tobacco disease prevention programs and state 
programs providing health care benefits, services or coverage that existed on December 31, 1999. 
Figure 5 shows the total amount of money Montana has received and is expected to receive from the 
tobacco settlement by fiscal year and the distribution between the general fund and the tobacco 
settlement trust fund. 





Figure 6 shows the total amount of estimated interest Figure 6 

earnings from the trust fund and the split between the Tobacco Settlement Trust Interest 

90 percent that can be appropriated and the 10 Legislative Revenue Estimates 

percent that must be deposited to the trust. The Fiscal 90% of 10% of Total 
legislature accepted the executive recommendation Year Interest __Interest_Interest 
to appropriate $3.1 million in tobacco interest income, poy Senate rele pi shee 
$130,027 more than is estimated to be available, for | 2002 Estimate 939,600 104,400 1,044,000 


rate increases for Medicaid health care providers. | 2003 Estimate 1,784,700 198,300 1,983,000 
The legislature added language to HB 2 indicating a WIRES nenodimcs Teenie ers. bee see 
that if the tobacco settlement trust fund interest | Total Appropriation $3,056,827 

income is_ insufficient to fully fund the state | Appropriation Over $130,027 

appropriations for provider rate increases, the | (Under) Revenue 

legislature intends that the department find alterative 
funding sources to fully fund the rate increases. 
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PUBLIC SCHOOL FUNDING 


INTRODUCTION 


The Fifty seventh Legislature in HB 2 increased total state aid to K-12 districts’ by $36.8 million over 
present law amounts for the 2003 biennium. As shown in Figure 7, BASE aid was increased by $25.8 
million (HB 121) and by an additional $0.9 million(SB65), the state special education appropriation was 
increased by $1.0 million (HB 2), school facility reimbursements were increased by $1.1 million (HB 2), 
and spending for school technology was increased by $2.9 million (HB 41). In addition, the legislature 
created a new state school flexibility account from which $5.1 million is appropriated to school districts 
in fiscal 2003 (SB 390). 


Figure 7 
HB2 Appropriations to K-12 School Districts 


Fiscal 2002 Fiscal 2003 
Present New Present New Biennial 
Account Law Law Change Change 
General Fund 
BASE Aid (HB121 & HB2 & SB65) $431.98 $440.78 $8.80 $425.94 $443.89 
Special Education (HB2) 33.90 33.90 - 33.90 34.92 
School Facility Reimbursements (HB2) 4.00 4.35 0.35 4.00 4.70 
Other General Fund (HB2) 13.67 13.70 0.02 13.78 13.80 


Total General Fund $483.55 $492.72 $9.17 $477.62 $497.31 
State Special 
Traffic Safety Distribution (HB2) $0.75 $0.75 $0.00 $0.75 $0.75 
School Technology Acct-Statutory (HB41) : 1:25 1:25) - 1.60 1.60 
School Flexibility Account (SB390) 0.00 0.00 0.00 0.00 5.08 5.08 
Total State Special $0.75 $2.00 $1.25 $0.75 $7.43 $6.68 


Total State Distribution to Schools $484.30 $494.72 $10.42 $478.37 $504.74 $26.37 


Federal $82.99 $97.19 $14.19 $84.58 $100.70 $16.12 


General Fund excludes $5.0 million transfer from general fund to state special flexibility account 
BASE aid appropriations and flex account appropriation in FY 2003 will be made only if SB 495 is not enjoined before April 1, 2002. 
If SB 495 is enjoined before then, BASE aid in FY 2003 will be $5.6 million less, and the flex account appropriation is void. 





Some of the numbers in Figure 7 do not correspond to numbers presented in the K-12 distribution table 
on page E-10 of Volume 4, of the Legislative Fiscal Report, 2003 biennium. In particular, the general 
fund appropriation of $5 million to the state special flexibility account is not included in Figure 7 (but is 
included in the table in the education section of Volume 4 of the fiscal report) because to do so would 
overstate the State’s increase in the K-12 distribution to schools. In addition, the table in Volume 4 of 
the fiscal report contains a present law adjustment that is $1.9 million higher than assumed in Figure 7. 


"BASE Aid is the largest component of state aid for school budgets. It consists of direct state aid, Guaranteed 
Tax Base (GTB) for districts’ general fund, and GTB for county teacher retirement accounts. Direct state aid 
varies directly with the number of students in a district and GTB for both districts and counties varies inversely 
with respect to taxable wealth per student and norilevy revenue per student. Whenever entitlements are 
increased, all else equal, both direct state aid and GTB increase nearly proportionally. 


Increasing entitlements increases a district's maximum budget and BASE budget, which is approximately 80 
percent of the maximum budget). A district must budget between the BASE budget and the maximum budget 
unless it was already spending above the maximum budget in fiscal 1993. 
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The legislature declined to recognize an adjustment for 2003 biennium enrollment declines which were 
reported to them in March, 2001. Figure 7 assumes these enrollment declines will take place, and the 
$1.9 million is included in new law impacts. 


Figure 8 shows Average Number Belonging (ANB), a measure of the number of students, for which 
entitlements and other state funding were budgeted during the session. Compared with fiscal 2001, 
ANB are expected to decline by 3,117 in fiscal 2002 and by an additional 2,757 in fiscal 2003. 


Figure 8 
Average Number Belonging (ANB) in Montana Schools 


Percent Percent Percent 
Fiscal Year Elementary Change High School Change Total Change 


1994 111,507 45,443 156,950 

ISN) 114,772 2.9% 47,818 5.2% 162,590 3.6% 
1996 114,734 0.0% 49,045 2.6% 163,779 0.7% 
1997 114,160 -0.5% 50,582 3.1% 164,742 0.6% 
1998 112,449 -1.5% 51,432 1.7% 163,881 -0.5% 
1999 109,652 -2.5% 51,885 0.9% 161,537 -1.4% 
2000 107,724 -1.8% 52,022 0.3% 159,746 -1.1% 
2001 106,014 -1.6% 51,524 -1.0% 157,538 -1.4% 
2002 103,634 -2.2% 50,787 -1.4% 154,421 -2.0% 
2003 101,168 -2.4% 50,496 -0.6% 151,664 -1.8% 


A 
A 
A 
A 
A 
A 
A 
A 
A 
EB 


* includes for the first time, students who spend more than 1/2 day in special education class 
A = Actual; E = Estimated 





BIENNIAL COMPARISON 


The change in spending on K-12 may be viewed differently when compared on a biennial basis. Figure 
9 shows actual and authorized spending on K-12 for the 2001 biennium, compared with the amount 
authorized in the 2003 biennium. Combined state general fund and state special revenue funding will 
increase by $15.3 million in the 2003 biennium compared with spending in the 2001 biennium. 


The 2001 biennium base from which the biennial change is measured contains a BASE aid 
supplemental of $8.9 million, a timber for technology supplemental of $1.5 million, and a one-time-only 
appropriation for school technology of $3.4 million. The appropriations in the 2003 biennium in Figure 3 
contain statutory appropriation authority for spending on school technology even though such authority 
was not in HB 2. 


The 2001 biennium base also includes the impact of SB 100 (passed during the 1999 session) and HB 
4 (passed during the 2000 special session). In conjunction, these bills increased elementary fiscal 
2001 entitlements above fiscal 2000 levels by 6.6 percent and high school entitlements by 4.0 percent. 


Federal funding will increase by $35.7 million for the 2003 biennium compared to the 2001 biennium, 
due mainiy to increases in federal money for special education and school renovation. 
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Figure 9 
K-12 Appropriations for the 2001 & 2003 Bienniem 


Actual Appropriated 
Fiscal 2000 Fiscal 2001 

General Fund 

BASE Aid $426.33 $448.33 

Special Education 33.88 33.92 

School Facility Reimbursements 3,36 4.14 

Timber For Technology 1.42 3.50 

Other General Fund 299 14.29 
Total General Fund $477.97 $504.17 
State Special Revenue 

Traffic Safety Distribution $1.00 $1.00 

School Technology Acct-Statutory 0.00 0.00 

School Flexibility Account 0.00 0.00 
Total State Special $1.00 $1.00 
Total State Sources $478.97 $505.17 
Federal Revenue $79.52 $82.65 


Public School Funding 


Appropriated Appropriated - 
Fiscal 2002 Fiscal 2003 

$440.78 $443.89 
33.90 34.92 

4.35 4.70 

13.70 13.80 

$492.72 $497.31 
$0.75 $0.75 

1.25 1.60 

0.00 5.08 

$2.00 $7.43 
$494.72 $504.74 
mo719 $100.70 


BILLS AFFECTING STATE AND DISTRICT K-12 EXPENDITURES 


House Bill 2 provided the appropriations for the 2003 biennium distribution to schools. A number of 
bills implementing state education spending increases were passed. A summary of the legislative 


action of the Fifty seventh legislature follows: 


House Bill 121 — Increases the elementary and high school basic and per-ANB entitlements by 1.88 
percent in fiscal 2002 and by 1.88 percent in fiscal 2003. The increase in fiscal 2003 is contingent upon 
SB 495 avoiding a legal challenge before April 1, 2002. If SB 495 is enjoined before April 1, 2002, the 
percent increase in entitlements in fiscal 2003 will be 0.79 percent. If SB 495 is unchallenged, state 


spending will increase by $25.8 million above present law during the 2003 biennium. 


Figure 10 provides a summary of the entitlement changes made by HB121. 


Figure 10 
K-12 Entitlement Changes - HB 121 


Fiscal 2001 Fiscal 2002 Change 


Elementary Basic Entitlement 18,540 
High School Basic Entitlement 206,000 


Elementary Per-ANB Entitlement 3,763 
High School Per-ANB Entitlement 5,015 


18,889 
209,873 


3,834 
5,109 


Percent 


1.88% 
1.88% 


1.88% 
1.88% 


Percent 


19,244 1.88% 
213,819 1.88% 


3,906 1.88% 
5,205 1.88% 


Note: Change in fiscal 2003 is contingent upon SB 495. If SB 495 is enjoined before April 1, 2002, then the 


percentage change in entitlements is 0.79 percent. 





Senate Bill 65 — Eliminates the state’s obligation to pay school tuition for students who cross a county 
line to attend school. The state will continue to pay tuition for students who attend school outside their 
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Biennial 


Difference 


$10.01 
1.02 
1.55 
(4.92) 
0.22 


$7.88 


-$0.50 
2.85 
5.08 


$7.43 


$15.31 


$35.72 


_ Fiscal 2003 Change 
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resident district because a state agency or a court, including a tribal court, has placed them in a home 
or institution outside their resident district. The sending district will pay tuition when the children attend 
another district because of a geographic barrier between the child and the school of residence. In all 
other cases, parents will pay the tuition or else the receiving district may waive tuition charges. 


The county in which the child attends school will continue to pay the state’s share of tuition by 
withholding the amount out of 55 mill property tax payments made by the county to the state. Because 
fewer students will qualify for state-paid tuition, the amount of 55 mill revenue submitted by counties to 
the state will increase by $919,000 in fiscal 2003. SB 65 also changes the way the receiving school 
district accounts for the receipt of tuition. Under previous law, districts were required to receive tuition 
payments in the district general fund below the BASE budget, thereby offsetting local property taxes 
and Guaranteed Tax Base (GTB) aid from the state. Under SB 65, receiving districts are allowed to 
budget for tuition receipts in the OverBASE portion of the district general fund. As a result, state GTB 
payments will increase by $900,000 in fiscal 2003. 


House Bill 41 — Provides for the deposition of state timber revenue in a special revenue school 
technology account, and statutorily appropriates the money for distribution to school districts. Formerly, 
the money was appropriated in HB 2 from the general fund. Districts may use the money for the 
purchase of technology items. It is expected that timber revenue will be $1.25 million in fiscal 2002 and 
$1.6 million in fiscal 2003. 


HB 41, in conjunction with SB 495, also creates a new guarantee subfund in the general fund into 
which is deposited the interest and income from common school lands. The money in the subfund 
must be used for basic and per-ANB entitlements. 


Senate Bill 390 — Creates a new state special School Flexibility Account, into which is transferred from 
the general fund $5 million in fiscal 2003. The appropriation to school districts out of the state flexibility 
account in fiscal 2003 is $5.083 million. The spending of the flex account money will take place in 
November of 2002, and the additional $83,000 reflects interest for a quarter of a year. 


SB 390 also: 

e Creates a new district school flexibility fund (beginning in FY2003), which may be used to fund: 
1) technological equipment enhancements; 2) facility expansion and remodeling; 3) supplies 
and materials; 4) student assessment and evaluation; 5) the development of curriculum 
materials; 6) training for classroom staff; 7) free or reduced price housing for classroom 
teachers; 8) incentives for the recruitment and retention of classroom teachers and other 
certified staff; and 9) increases in energy costs. In fiscal 2003, districts will receive $5 million 
plus interest from the state to support the school flexibility fund. In addition, a district may 
propose a voted levy not to exceed 25% of the flex funding it receives from the state 

e Allows a district whose current year general fund budget exceeds the ensuing year’s maximum 
general fund budget to adopt a general fund budget for the ensuing year up to the current year’s 
general fund budget for up to five years 7 

e Expands the uses of the building reserve fund to include a school transition levy for transition 
costs related to the opening or closing of a school, replacement of a school building, or 
consolidation or annexation of school districts 

e Extends the deadlines relating to school elections for the spring of 2001 
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Figure 11 shows the method by which money in the state flexibility account will be distributed among 
school districts in the state. 


Figure 11 
Spending from School District Flexilibity Account 


Flex Spending Item Percentage Distribution 
K-12 Public Schools Amount 15.0% Number of School Sites per 20-6-501 


Large District K-12 Public Schools Amount 25.0% Number of School Sites > 250 ANB 
Current Student Amount 20.0% ANB - prior year 
Average Student Amount 40.0% 5-year average ANB 


-- Local effort may match flex account amount with 25% local voted property tax levy 





House Bill 160 — Revises special education funding and changes the special education allocation 
formula to the following: 

e 52.5 percent to instructional block grants 

e 17.5 percent to related services block grants 

e 25 percent to reimbursement of local districts 

e 5 percent to special education cooperatives and joint board for administration and travel 


House Bill 164 — Revises school general fund limitations by removing the 4 percent growth limitation on 
school districts that adopt a general fund budget between the BASE and the maximum budget. 


House Bill 625 — An interim study of school funding, HB 625 directs the Governor, with assistance from 
the State Superintendent of Public Instruction, to conduct a study of school funding. The study is to be 
completed by December 31, 2001 and presented to the interim legislative committee on Education and 
Local Government. The committee will hold hearings on the study and make recommendations to the 
2003 legislature. 


Senate Bill 94 — Allows 175 percent of special education allowable costs in maximum budget. For fiscal 
2002, the bill redefines the maximum general fund budget to include 175 percent of the state special 
education allowable cost payment. For fiscal 2003 and beyond, the maximum general fund budget 
includes at least 175 percent of the state special education allowable cost payment, but it may include 
up to 200 percent for a district that reports special education expenditures in excess of the 175 percent 
threshold. On average statewide, SB 94 raises the general fund maximum budget by approximately 1 
percent. 


Figure 12 is a complete listing of appropriations by fund type included in the Distribution to Schools 
program. 
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Description 
General Fund 


Direct State Aid 

GTB - School General Fund 
GTB - School Retirement 
School Facility Reimbursement 
Special Education 
Transportation 

Instate Treatment 

Scondary Vo Ed 

Adult Basic Ed 

Gifted & Talented 

School Food 

Other 

School Flexilibility Account 


Total General Fund 
State Special Revenue 


Traffic Safety Distribution 
Timber School Technology Acct-Statutory 
Flex Account 


Total State Special 
Federal Special Revenue 


Federal School Foods Programs 

ESEA - Title I 

ESEA Title II - Eisenhower Pro Dev 
ESEA Title IIJ-Tech Literacy Challenge 
ESEA Title IV Safe & Drug Free Schools 
ESEA Title VI - Innovative Education 
ESEA Title VII - Immigrant Education 
IDEA 

Adult Basic Education 

Job Training Parnership Act (JTPA) 

Carl Perkins 

School to Work 

Education of Homeless Children 

Learn and Serve Montana . 

Reduced Class Size BL 

Advanced Placement Fee Reimbursement 
Emergency School Renovation 
Comprehensive School Reform 


Total Federal Special 
Total General Fund 
Ttotal State Special 
Total Federal Special 


Total HB2 Distribution to Public Schools 


Base 
Budget 
2000 


$285,014,058 
120,232,160 
21,079,332 
3,359,559 
33,879,457 
10,587,993 
506,215 
720,000 
250,000 
141,074 
648,653 
136,725 

0 


$476,555,227 


0) 


$1,000,000 


$17,939,414 
28,174,873 
1,256,390 
2,804,972 
1,678,389 
1,684,182 
35,199 
13,086,597 
1,220,107 
240,705 
2,845,689 
2,748,249 
49,739 
44,020 


$73,808,525 
$476,555,227 
1,000,000 
73,808,525 


$551,363,752 


One-time only FY00 


Reduced Class Size BL 
Comprehensive School Reform 
School to Work 


5,286,445 
425,383 
2,707,464 


Figure 12 
HB 2 Distribution to Schools, General Fund, State Special, and Federal Funds 


PL Base 
Adjustments 
Fiscal 2002 


$31,014,216 
(24,581,236) 
(779,332) 
640,441 
20,393 
200,000 
468,682 
(5,000) 


8,926 


8,300 
0 


$6,995,389 


($250,000) 


0 


($250,000) 


$28,500 
2,500,000 
500,000 
0 
0 
500,000 
6,000 
5,927,000 
160,000 
(240,705) 


(300,000) 
75,000 
30,000 


0 
0 
0 
Q 


$9,185,795 

$6,995,389 
(250,000) 

9,185,795 


$15,931,184 


FYO1 


6,437,597 
792,603 
2,352,535 


New 
Proposals 
Fiscal 2002 


$6,118,767 
2,296,463 
381,573 
350,000 


$9,171,803 


$0 
1,250,000 
0 


$1,250,000 


194,900 
5,428,913 
963,061 


$14,192,654 
$9,171,803 
1,250,000 
14,192,654 


$24,614,457 


Total 
Fiscal 2002 


$322,147,041 
97,947,386 
20,68 1,573 
4,350,000 
33,899,850 
10,787,993 
974,897 
715,000 
275,000 
150,000 
648,653 
145,025 

0 


$492,722,418 


$17,967,914 
30,674,873 
1,756,390 
2,804,972 
1,678,389 
2,184,182 
41,199 
19,013,597 
1,380,107 
2,845,689 
2,448,249 
124,739 
74,020 
7,605,780 
194,900 
5,428,913 
963,061 


$97,186,974 
$492,722,418 
2,000,000 
97,186,974 


$591,909,392 


PL Base 
Adjustments 
Fiscal 2003 


$26,328,788 
(25,931,493) 
(779,332) 
640,441 
20,393 
300,000 
468,682 
(5,000) 
8,926 
12,700 
0 


$1,064,106 


($250,000) 


Q 


($250,000) 


$28,500. 
3,500,000 
500,000 
0 
0 
500,000 
6,000 
8,657,000 
160,000 

(240,705) 


(2,448,249) 


75,000 
30,000 


0 
0 
0 
0 


$10,767,546 

$1,064,106 
(250,000) 

10,767,546 


$11,581,652 


Public School Funding 


New 
Proposals 


Fiscal 2003 


$12,146,539 
5,645,234 
154,712 
700,000 
1,016,996 


5,000,000 


$24,688,481 


$0 
1,600,000 
3.083.000 


$6,683,000 


Boal 
oO 


oOo OOo o ©&.o CO oO O&O © 


9,492,523 
238,600 
5,428,913 
963,061 


$16,123,097 
$24,688,481 
6,683,000 
16,123,097 


$47,494,578 


Total 
Fiscal 2003 


$323,489,386 
99,945,902 
20,454,712 
4,700,000 
34,916,846 
10,887,993 
974,897 
715,000 
275,000 
150,000 
648,653 
149,425 
5,000,000 


$502,307,814 


$750,000 
1,600,000 
083,000 


$7,433,000 


$17,967,914 
31,674,873 
1,756,390 
2,804,972 
1,678,389 
2,184,182 
41,199 
21,743,597 
1,380,107 


2,845,689 
300,000 
124,739 

74,020 

9,492,523 
238,600 

5,428,913 
963,061 


$100,699, 168 
$502,307,814 
7,433,000 
100,699, 168 


$610,439,982 





House Bill 124 - HB 124 changes the source of a large amount of revenue received by school districts 
by reallocating certain district sources of revenue to the state general fund and replacing this revenue 
with block grants from the state general fund. HB 124 will not affect state aid that flows to school 
districts through the entitlement program. 


HB 124 contains appropriations for block grants to school districts and countywide school transportation 
retirement accounts for fiscal 2002 and 2003. The biennial appropriation to districts is $114.4 million 
and to the countywide accounts is $25.6 million. 
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The amount of each school district block grant in fiscal 2002 will be the sum of: 1) 93.4 percent of fiscal 
2001 actual collections of motor vehicle revenue; 2) financial institutions corporation tax revenue; 3) 
aeronautics fees; 4) state payments-in-lieu-tax (PILT), and 5) SB 184 reimbursements. If the amount 
calculated for fiscal 2002 is more than one half the appropriated amount of $114.4 million, then the 
amount of the block grant for each school district must be prorated in fiscal 2003. If the biennial 
appropriated amount for school district block grants is more than sufficient to fund twice the sum of the 
fiscal 2001 revenue amounts foregone, then the fiscal 2003 block grants may grow by no more than 
0.76 percent of the fiscal 2002 block grant amount. 


The block grants to the countywide school accounts are specified in HB 124 for each county. The 
growth in block grants between fiscal 2002 and 2003 is 0.76 percent. 


The block grants to school districts and to the countywide school accounts will continue beyond the 
2003 biennium unless the 2003 legislature repeals or alters them. If the block grants continue beyond 
the 2003 biennium, HB 124 requires that the average block grant for fiscal 2002 and 2003 be grown at 
0.76 percent per year in each succeeding year. Furthermore HB 124 (section 249) requires the 
governor to include the appropriated block grant amounts for the 2003 biennium in the present law 
budget for the 2005 biennium. 


The block grants to school districts and to the countywide school accounts will be distributed 70 percent 
in November and 30 percent in May. 


HB 124 did not change the distribution of HB 20 and SB 417 reimbursements to school districts and 
countywide accounts. HB 20 (1989 session) and SB 417 (1995 session) provide for reimbursement to 
school districts and the countywide accounts for reductions in personal property tax rates in past 
sessions. These payments will decline by 10 percent per year until they are eliminated in fiscal 2009. 


The block grants in HB 124 replace the amount of revenue school districts receive in their general fund 


and that counties receive in their countywide retirement accounts. Thus, no change in state GTB costs 
are anticipated. 
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ENERGY ISSUES 


INTRODUCTION 


In the few months before the 2001 legislature convened, energy costs quickly moved to the top of the 
list of issues that needed to be addressed. However, even as the session began, the picture was not 
clear. Natural gas prices had already shown marked increases in the current biennium, but electricity 
for some consumers was holding steady with controls in place until June 30, 2002. Other consumers, 
notably some large industrial users, had opted to contract for competitive rates in a market in which the 
California power shortages were driving prices through the roof. Some job lay-offs occurred that are 
attributed to the price of energy. One company that had secured a reasonable long-term rate shut 
down operations, finding that selling its electricity elsewhere would be more profitable than continuing 
operations. California shortages and drought conditions in the northwest were blamed for the situation. 
The bizarre circumstances related to energy in the northwest have had and will continue to have broad 
impacts to state and local government, industrial and commercial enterprises, and every citizen of the 
state. Although efforts to increase supply are already in the works and are being further encouraged by 
legislation passed by this legislature, it appears higher prices will not be avoided. 


STATE AND LOCAL GOVERNMENT 


There are obvious impacts to state and local government as consumers of electricity and natural gas. 
Among state agencies, the university system anticipates the biggest impact, but other state institutions 
will also see significant energy cost increases. Electricity costs that are currently at about $24/mwh 
(megawatt hour) are expected to increase to at least $40 to $45, and have been projected by some to 
exceed $80. The magnitude of such increases is more dramatic when expressed as increases of 67 to 
234 percent. 


The 2001 legislature approved inflationary increases to state agencies in HB 2 for fiscal 2002 and fiscal 
2003 of 7 and 9 percent for electricity and 18 and 10 percent for natural gas, respectively. The 
legislature chose not to provide greater increases in 2003 biennium appropriations because of the 
uncertainty of the future prices, stating that to the extent such increases occur, they will be handled 
through the supplemental appropriation process and ultimately addressed by the 2003 legislature. The 
legislature did, however, set aside $2.3 million general fund in an unreserved, designated fund balance 
for “energy costs reserve”, designating it as a contingency for increased electricity and natural gas 
costs above what is appropriated in HB 2. The $2.3 million figure is based upon an increase in 
electricity prices from a base of $24/mwh to $40/mwh in fiscal 2003, and an increase in natural gas 
prices from a base amount of $2.48/dkt (dekatherm) to $3.55/dkt in fiscal 2002 and to an average of 
$3.15/dkt in fiscal 2003. Adjustments were also made for delivery costs of each commodity. 


Among local government jurisdictions, school districts particularly are expected to be impacted. The 
legislature did not specifically address the school funding for these potential increases. School districts 
and local government will have to address these issues individually. For state and local government, 
the legislature anticipated that the legislation discussed below would help resolve the issues of supply 
and demand, and will ultimately keep prices at affordable levels, avoiding at least a long-term crisis, if 
not the short-term spike in prices. 
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NON-GOVERNMENT CONSUMERS 


Energy costs for industrial/commercial and residential consumers were of significant concern to the 
legislature. Although limited action was taken to directly control prices, the legislature did attempt to 
address problems at the root of these increased costs. Many bills were considered and several were 
passed and approved. The following section summarizes the 11 bills that were adopted. 


LEGISLATION ENACTED 


The provisions of various enacted legislation address three significant issues related to the energy 
crisis: (1) energy prices and the effects of supply and demand; (2) consumer protection; and (3) energy 
conservation. 


HB 474 — Revise energy laws pertaining to large customers. This bill contains a number of provisions 
intended to encourage electrical energy production or protect consumer interests. Major provisions are 


discussed below. 

e Incentives through low-interest loans via the Montana In-State Investment Act for up to 450 
megawatts of electrical energy for new generation in Montana and/or purchase of up to 120 
megawatts from existing qualified facilities in Montana 

e Creation of a Montana Power Authority...the authority is authorized to purchase, construct, and 
operate electrical generation facilities or electrical energy transmission or distribution systems 
and to enter into joint ventures for these purposes...the board of examiners is authorized to 
issue revenue bonds for the Montana Power Authority to acquire electrical generation facilities 
and to build electrical energy transmission or distribution systems...the principal and interest on 
the bonds is payable from the sale of electrical energy from the facilities and from electrical 
energy transmission and distribution charges 

e Designation that the distribution services provider is the default supplier until statutorily changed 
by the legislature and requires the default supplier to provide for the full electricity supply of all 
default supply customers 

e Direction that the Public Service Commission establish procedures and terms under which 
customers may choose an electricity supplier other than the default supplier or may choose to 
be served by the default supplier 

e Allowing the default supplier to recover all statutorily defined electricity supply costs, subject to a 
“prudency” test by the Public Service Commission 

e Extends the Universal Systems Benefits Programs (USBP) and requires that 6% of the USBP 
funds be spent on irrigated agriculture energy conservation and efficiency programs 

e Requires a public utility to offer a separately marketed renewable resource product 

e Provides for a consumer electricity support program...in the event that an excess revenue tax is 
imposed, up to $100 million could be used to provide an affordable and reliable electricity supply 
to customers of the default supplier (the excess revenue tax was not imposed) 


HB 600 — Tax exemption for energy generating equipment for a business. This bill exempts from 
property taxation noncommercial electrical generating machinery and equipment that is used in a 


person’s business if at least 80 percent of the electricity produced is used by the person. The 
exemption is to be prorated to the percent of usage by the person. The bill states that the generation 
must meet clean air standards. The provision applies to tax years beginning after December 31, 2000, 
and terminates December 31, 2004. 
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HB 643 — Tax exemption for electricity generated on reservation. This bill exempts individuals, 


corporations, partnerships, and small businesses from the statutory limit on a federal tax credit for 
purposes of determining the state credit for investments in wind energy, if the wind-powered generating 
system is within a Montana Indian reservation. It also exempts the system from the wholesale energy 
transaction tax and it makes electricity generation and transmission facilities, irrespective of size and 
fuel source, eligible for state-issued revenue bonds intended to finance economic development 
projects. 


HB 645 — Implement_an electrical energy pool. This bill creates an electrical energy pool to make 
electrical energy available for resale through the conservation efforts of the contracting customers. The 


Public Service Commission (PSC) may require a default supplier, a distribution services provider, and a 
public utility to participate in the pool. Cooperatives and municipal utilities are exempt. It authorizes the 
PSC to determine whether to accept generator or supplier offers to sell or assign electrical energy to 
the pool for distribution to Montana customers. All electrical energy purchased from the pool must be 
used by the customer for its facilities or operations in Montana. The customer may not resell for profit 
electrical energy purchased from the pool. 


SB 19 — Delay the implementation of full customer choice in electricity supply. This bill extends the 
transition period during which utilities may phase in customer.choice of electricity supplier to July 1, 


2007 (from 2002). It extends the termination date of the Transition Advisory Committee on Electric 
Industry Restructuring to December 31, 2007, to coincide with the extension of the transition period. 


SB 134 — Reduce Coal Severance Tax for sales to new in-state generation plants. This bill taxes coal 
used in an electrical generation facility built after December 31, 2001, and before January 1, 2008, at 


one-third of the existing coal severance tax rates. The electrical energy must be sold at a price set by 
the Public Service Commission that is based on producer’s cost of generating energy, plus a 
reasonable rate of return. It is effective January 1, 2002, and applies to coal produced after December 
31, 2001. 


SB 269 — Revise certain dates for transition to customer choice for electricity suppliers. The changes 
that occur in this bill are the same as part of the provision of SB 19 discussed above. 


SB 398 — Temporary power generation facilities. This bill allows the operation of a temporary power 
generation unit or units, with not more than a total generating capacity of 125 megawatts, for generating 


electricity without an air quality permit with the following conditions. 

e The applicant must submit a signed permit application and may not commence operation until 
the applicant receives a written notice from the Department of Environmental Quality (DEQ) 

e At least 50 percent of the electrical energy produced by the temporary power generation unit 
must be used in or offered for sale in Montana at prices that do not exceed 6 cents per kilowatt 
hour . 

e The operation of the power generating unit or units may not violate ambient air quality standards 

e The permit applicant is required to cease operation if, after notification by DEQ, the applicant 
has failed to submit requested information that is necessary to process the permit application 


A permit issued pursuant to this legislation must expire no later than 2 years from the date of issuance 
and the temporary power generating unit or units must be removed unless an air quality permit for a 
permanent operation has been issued. The bill is retroactive to applications filed on or after January 1, 
2001, and terminates on July 1, 2005. . 


Legislative Fiscal Report 2003 Biennium 93 Legislative Fiscal Division 


Other Budget or Fiscal Actions Energy Issues 


SB 506 — Encourage alternative energy and electrical generation. This bill contains a number of 
provisions that are intended to encourage the development of alternate energy sources or systems. 


Provisions include loans for financing such systems, creation of special improvement districts, state- 
issued bonds, and various tax breaks. 


SB 508 — Encourage electrical generation in Montana. This bill exempts from property taxation (for a 
10-year period) an electrical generation facility and related facilities constructed after the effective date 


of the act, provided that the owner of the facility offers contracts to sell at least 50 percent of the net 
output to Montana customers at a cost-based rate of return not to exceed 12 percent for a 20-year 
period. It provides for a rollback tax if the owner or operator does not comply with contracts. The bill 
also imposes an impact fee, proceeds of which are to be distributed to the impacted local government 
units and school districts. It provides for interlocal agreements in instances where the facility is located 
within the jurisdiction of areas of multiple local government units. It was effective on passage and 
approval. 


SB 521 — Revise Governor’s emergency powers. This bill expands the Governor’s emergency powers 
by the “price of energy” for circumstances, within the definition of “energy emergency,” that would 


require action to conserve or increase supply. It was effective on passage and approval. 


Legislative Fiscal Report 2003 Biennium 94 Legislative Fiscal Division 


Other Budget or Fiscal Actions Economic Development 





ECONOMIC DEVELOPMENT 


The Martz Administration advocated economic development as a major priority of the 2001 Legislative 
Session. The primary economic development action taken by the legislature was to approve a 
reorganization of the Department of Commerce, as recommended by the Governor. One of the goals 
of this reorganization was to make the department more effective in it’s economic development 
endeavors, in part by transferring all regulatory functions of the agency to other agencies, and allowing 
the department to focus on business development and recruitment. 


As part of this effort, the legislature created an Office of Economic Development within the Governor’s 
Office. The office, which consists of a Chief Business Development Officer and staff, is charged with: 
1. advising the Governor on policy issues related to economic development; 
2. leading the state’s business recruitment, retention, and expansion efforts; 
3. coordinating the development and distribution of a statewide coordinated strategic economic 
development plan; and 
4. acting as liaison with other governments, including tribal governments. 


The legislature provided $2.4 million in the 2003 biennium to support the office. This funding consists 
of a $1.7 million general fund appropriation to the Governor’s Office in HB 2, and a $350,000 per year 
general fund statutory appropriation. The legislature redirected the statutory appropriation that had 
formerly been earmarked for business recruitment to this purpose. 


The legislature also maintained statutory appropriations established in the May 2000 Special Session 
for economic development efforts through the 2005 biennium, as shown in Figure 13. 


Figure 13 
Statutory Appropriations for Economic Development 
2003 and 2005 Biennia 


2003/2005 


Activity Biennia (Each) 


Agriculture and Commerce 
Growth Through Agriculture Grants and Loans $1,792,000 
Marketing and Business Assistance (Ag) 708,000 
Certified Communities 850,000 
Export Trade Enhancement 600,000 
Small Business Development Centers 250,000 
Small Business Development Centers 100,000 


Industrial Infrastructure Reimbursement 1,200,000 
Cooperative Development Center 130,000 
Manufacturing Extension Center 400,000 
Board of Research and Commercialization Grants* 9,700,000 


Total General Fund $15,730,000 


Water and Sewer Pre-Engineering 425,000 


Total Treasure State Endowment Funds $425,000 
*Transfer out 





For a further discussion of this reorganization, see page 96 of this Volume, and page C-154 of Volume 
4. 
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DEPARTMENT OF COMMERCE REORGANIZATION 


Senate Bill 445 established the Office of Economic Development within the Office of the Governor and 
reorganized the Department of Commerce by transferring several functions to other agencies. Stated 
goals of SB 445 were to: 1) streamline the Department of Commerce to allow it to better focus on 
economic development initiatives; and 2) provide the Governor with direct access to an Office of 
Economic Development. 


Functions transferred from the Department of Commerce include the following. 


Transferred to the Department of Administration: 
e Banking and Financial Institutions Division 
e Local Government Services Division 
e Montana State Lottery 
e Consumer Affairs Division 


These transfers increased the Department of Administration by 67.0 FTE and $1.5 million general fund, 
$3.1 million state special revenue, and $17.8 million proprietary funding across the biennium. 


Transferred to the Department of Labor and Industry: 
e Professional and Occupational Licensing 
e Weights and Measures Bureau 
e Building Codes Division 


These transfers increased the Department of Labor and Industry by 107.53 FTE and $18.6 million state 
special revenue across the biennium. 


Transferred to the Department of Livestock: 
e Board of Horseracing 


This transfer increased the Department of Livestock by 3.78 FTE and $480,240 state special revenue 
across the biennium. 


SB 445 added 7.0 FTE to the Governor’s Office to staff the Office of Economic Development, 3.0 FTE 
of which were transferred from the Banking and Financial Division. The legislature added $850,000 
general fund in each year of the biennium to fund Office of Economic Development functions. 
Additionally, SB 445 reallocated a $350,000 annual general fund statutory appropriation for the purpose 
of business recruitment from the Department of Commerce to the Office of Economic Development. 


All together, the effects of SB 445 on HB 2 funding are: 
e An FTE increase of 4.0 for the 2003 biennium 
e A general fund increase of $1.7 million across the biennium 
e A state special revenue decrease of approximately $407,000 across the biennium — 


For further information on the effects of SB 445 on each department’s funding, please see the 
corresponding agency narratives in Volumes 3 and 4. 
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INFORMATION TECHNOLOGY GOVERNANCE 


The 2001 legislature passed legislation that revised and reinforced how information technology assets 
of the state are to be managed. HB 2 of the 1999 legislature required an interim study of the 
governance and management of information technology in the state. The 2001 legislature passed SB 
131 which, as introduced, contained the recommendations of the Legislative Finance Committee. In 
the end, the legislature revised statutes that govern information technology in the following ways: 
e Documented legislative policy for the use and development of information technology resources 
in the state 
e Established a 19 member board to provide a forum for sharing needs and concerns and to 
advise the Department of Administration in development of information technology resources for 
the state 
e Clarified duties and authority associated with information technology for the Department of 
Administration 
e Provided for a Chief Information Officer to serve as the chief policy advisor on statewide 
information technology issues 
e Provided for state and agency strategic information cae planning processes that were 
linked to budgeting processes 
e Established a process for legislative oversight of information technology during the legislative 
interims 


No additional funding was provided to implement any of the changes. 
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MENTAL HEALTH SERVICES INTERIM STUDY (HJR 35) 


The Legislative Finance Committee (LFC) studied public mental health services during the 2001 
biennium interim as directed by the 56" Legislature in HJR 35. As part of its study recommendations, 
the LFC recommended six bills to the 2001 Legislature and requested that the Health and Human 
Services Joint Appropriation Subcommittee review several issues. Each of the bills recommended by 
the LFC passed and are listed below. 


HJR 1 provides for an interim study of mental health services by an interim subcommittee of the 
LFC to include members from the: Legislative Audit Committee; Children, Families, Health, and 
Human Services; Law, Justice, and Indian Affairs; and State Administration, Public Retirement 
Systems, and Veterans' Affairs interim committees. The charge of the study is to monitor the 
continued development of appropriate and effective community services to serve persons in the 
least restrictive environment, the cost-effective provision of services, and the use of best 
practices. Specifically mentioned are the evolution of more sophisticated case management, 
issues of commitment to community facilities, programs, and treatment and _ involuntary 
medication identified in the 1999-2000 interim process, and issues of mental health services 
with respect to corrections and veterans’ affairs. 

SJR 2 supported the executive proposal adopted by the legislature to fund training for law 
enforcement and other persons who deal with persons with a serious and disabling mental 
illness. 

SB 82 revised laws on public mental health system and managed care. 

SB 107 allowed teleconferencing in all mental health proceedings at the agreement of the 
respondent or patient. 

SB 108 defined Advanced Practice Registered Nurses (APRN) (masters-level) with a clinical 
specialty in psychiatric mental health nursing as "professional persons" for the purposes of the 
mental health law (which allows them to testify in court proceedings and to order medication in a 
mental health facility). 

SB 135 revised mental health ombudsman laws. 


Each issue the LFC requested be reviewed, and the subcommittee action with respect to it, are listed 


below. 


Issue - Ensure that Mental Health Services Plan (MHSP) financial eligibility for children eligible 
for both MHSP and CHIP be established at the same level as financial eligibility for CHIP 

Action — Accepted the executive recommendation to eliminate MHSP services for children not 
eligible for CHIP, making the issue irrelevant 

Issue - Review updated estimates to expand MHSP financial eligibility and cost sharing options 
initiated during the HJR 35 study 

Action — Reviewed and determined cost over-runs in mental health services and resultant 
service reductions precluded expansion 

Issue - Review the DPHHS calculation of the average cost of providing mental health services 
by system component and age of recipient, and the average cost of a high-end user of mental 
health services by system component and age of recipient 

Action — DPHHS provided the requested information and the appropriations subcommittee 
reviewed such costs 
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Issue - Closely evaluate the appropriation request for the state hospital, and particularly the 
estimate of the average daily population (ADP) for the facility 

Action - Reviewed DPHHS estimates and appropriated additional funds for services to help 
reduce the state hospital population or support higher estimated populations at the state 
hospital . 

Issue - Review guidelines and implementation by DPHHS of provision of federal Medicaid 
matching funds to local governments for the cost of transporting Medicaid eligible persons to 
medical facilities, other than the state hospital 

Action — DPHHS provided information on Medicaid reimbursement, but did not provide a 
specific implementation plan or date 

Issue - Review the DPHHS case management model that was to be developed in response to a 
request from the LFC 

Action — DPHHS provided testimony to the appropriations subcommittee on types of case 
management models, but did not elaborate on a specific one that it would use - - the legislature 
accepted the executive recommendation to eliminate case management as a covered service 
for children 
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TEMPORARY ASSISTANCE FOR NEEDY FAMILIES (TANF) 


OVERVIEW 


The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 created the Temporary 
Assistance for Needy Families (TANF) block grant and replaced the former Aid to Families with 
Dependent Children (AFDC) program with the TANF program. This legislation marked the beginning of 
federal welfare reform. Welfare reform emphasizes the provision of services and assistance that 
results in movement of families from welfare to work. This legislation also changed funding for welfare 
programs from an open-ended entitlement program to a specified and limited amount of funding 
available to the state. Montana’s welfare reform project, Families Achieving Independence in Montana 
(FAIM), began in February 1996 and FAIM became Montana’s TANF program in February 1997. 


The current authorization of the Temporary Assistance for Needy Families (TANF) grant expires in 
fiscal 2003 (September 2002) and the program will require reauthorization by Congress. It is unknown 
what will occur when Congress considers reauthorization during the summer and fall of 2002. 
However, the large surpluses of funds remaining unexpended by many states are a concern. The 
precedence set by reallocation of unexpended federal Children's Health Insurance Plan funds may be 
an indication that unexpended federal funds in other programs will be reallocated among states. 
Currently, the availability of unexpended TANF funds, level of funding for the program, and allocation of 
funding among states that will exist after September 2002 is unknown. 


Due to uncertainty surrounding the continued availability of unexpended TANF funds, the legislature 
appropriated all available TANF funds in HB 2. Appropriations of TANF funds, as included in HB 2, 
result in expenditure of all federal TANF funds (prior and current year grants) by the end of the 2003 
biennium. 


FAIM PHASE II-R 


Montana implemented welfare reform in February 1997. Those FAIM recipients who have continued to 
participate in the program since the beginning of welfare reform will reach the lifetime limit of 60 months 
of assistance in February 2002. As welfare reform continues and significant events such as reaching 
lifetime limits on assistance and federal reauthorization of TANF approach, the FAIM program has been 
modified by a second phase of welfare reform known as FAIM, Phase II-R. 


The components of FAIM Phase II-R are included in House Bill 2 as line items and illustrated in Figure 
14. FAIM Phase II-R, as approved by the legislature, focuses on the priorities as listed below. 
e Education and training programs targeted at jobs that provide higher wages than the traditional 
service industry jobs that typically employ many FAIM participants 
e Services to address the need for assessments and intensive services for some families 
e Housing needs of low-income families 
e Transportation needs of low-income families. 
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HB 2 includes restricted appropriations of federal TANF funds for; 1) Tribal Projects; 2) Nontraditional 
Job Training — Tribal; 3) High-Wage, High-Skill Training; and 4) Adult Basic Education. The legislature 
approved use of a portion of the funding in the Tribal Projects item for evaluations, feasibility studies, 
and data collection activities by individual or groups of Montana tribes. 


Figure 14 
FAIM Phase II-R 


Item 


Parents As Scholars 

Tribal Projects 

Tribal NEW 

Non-Traditional Job Training 

Other Non-Traditional Training Programs -Tribal 
Other Non-Traditional Training Programs -Non-Tribal 
High-Wage, High-Skill Training 

Assessment Services - Intensive Case Management 
Chemical Dependency Home 

Learning Disabilities Contracted Services through OPI or Tribal Colleges 
Mental Health Services 

Family Drug Court 

Low-Income Housing 

Transportation 

Additional Month Grant for Working Families 
Emergency Supportive Services for Working Families 


‘School Breakfast Program (HB 353) 


Individual Development Accounts 
Children as Scholars (Head Start) 
TEAMS Reprocurement/Enhancements 
Increased Benefits/Assistance* 


Fiscal 2002 


$1,331,183 
2,489,360 
1,139,093 
841,394 
989,875 
494,937 
494,937 
1,092,974 
629,560 
593,924 
494,937 
395,950 
3,464,561 
791,899 
1,228,979 
1,025,510 
178,178 
138,742 
1,979,874 
989,875 
3,061,322 


Fiscal 2003 


$0 
0 
1,116,468 


485,108 
1,071,267 


1,204,570 
274,209 

0 

135,986 

0 

485,107 
2,745,226 


Children's Trust Fund 250,000 
Total $24,097,064 


250,000 
$7,767,941 


*The appropriation for this item is included in item 1 in HB 2. 





MAINTENANCE OF EFFORT 


Federal regulations require states maintain a specified level of expenditure of state and local funds on 
welfare programs. This maintenance of effort is based upon historical expenditures and must be at 
least 80 percent of the historical expenditure unless the state meets mandated work participation rates. 
States, such as Montana, that meet the federal work participation requirements may reduce the 
maintenance of effort to 75 percent. The 2001 legislature approved two significant changes in TANF 
maintenance of effort. 

e HB 615 reduced the TANF maintenance of effort level specified in statute from 77 percent to 75 
percent. Due to this change, general fund appropriated for TANF maintenance of effort was 
reduced $395,555 per year. 

e Under federal regulations, the state’s maintenance of effort requirement is reduced when a tribe 
implements a tribal family assistance plan. In October 2000, the Fort Belknap Indian 
Community implemented a tribal family assistance plan. The implementation of this tribal family 
assistance plan resulted in a decrease in Montana’s maintenance of effort (below the fiscal 
2000 level) of $397,000 annually. HB 2 reflects a reduction in general fund budgeted as 
maintenance of effort of $397,000 per year or $794,000 for the biennium. 
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The legislature chose to appropriate approximately $1 million of the general fund available due to 
changes in the TANF maintenance of effort as matching funds for additional federal child care funds. 


An additional legislative action that impacted TANF maintenance of effort was the passage of HB 124, 
the local government funding bill. Historically, a portion of public assistance cost, including TANF 
maintenance of effort, has been funded with state special revenue from county contributions to public 
assistance costs ($1.1 million in fiscal 2000). HB 124 provides that public assistance costs be funded 
from general fund rather than state special revenue collected from counties. Thus, in the 2003 and 
future biennia, TANF maintenance of effort will be funded entirely with general fund. 


TRANSFER OF TANF FUNDS 


The TANF spending plan approved by the legislature for the 2003 biennium includes the transfer of 
$17 million to the Child Care Development Fund for childcare services, and $8.1 million to Title XX, the 
Social Services Block Grant. The funds transferred to Title XX are appropriated for services to foster 
care children and developmentally disabled individuals. 


The transfer to Title XX is appropriated at 10 percent of the TANF grant, the maximum allowable under 
federal regulations applicable to the current year. This maximum allowable transfer from TANF to Title 
XX decreases from 10 to 4.25 percent in federal fiscal 2002. This reduction was originally to take place 
in federal fiscal 2001, but federal regulations pertaining to federal fiscal 2001 were changed to allow the 
continuation of transfers of up to 10 percent of the federal TANF grant to Title XX. Advocacy groups at 
the national level intend to lobby for changes that would maintain the states’ ability to transfer up to 10 
percent of the TANF grant to Title XX in federal fiscal 2002. 
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POINTS ISSUES AND OPERATIONS 


The Process Oriented Integrated System (POINTS) is an integrated revenue and tax system for income 
tax, unemployment insurance contributions, income modernization, and property taxes collected by the 
Department of Revenue. POINTS was funded by general obligation bonds with $14 million authorized 
by the 1997 legislature to provide the first phase of the project and $18 million authorized by the 1999 
legislature to complete the project and to realign the business processes of the Department of 
Revenue. 


The first phase of the project developed the infrastructure components that will provide the integration 
and will support data and common processes of all tax types. This portion of the system has been 
completed and accepted by the department under the terms of the contract. However, when the 
system was accepted, there were more than 100 programming defects that the department considers 
critical to the mission of the system. Since this portion of the system will function as the foundation or 
common infrastructure for later phases of the system, the legislature was concerned that the 
department was proceeding with the next phase without first clearing up the programming defects that 
exist in the system. 


To address legislative concerns and project issues, the legislature approved a $319,100 general fund 
supplemental appropriation in HB 3 for POINTS related costs: 1) $100,000 for legal fees related to 
dealings with the contactor for the existing phase of the system; and 2) $219,100 for costs to upgrade 
the old legacy property tax system for potential use during the next property tax appraisal cycle and for 
limited parallel testing. Project issues that will be addressed by the supplemental appropriation relate 
to ongoing contract disputes between the department and the current system development contractor. 
These issues threaten to delay implementation of the system and may impact the ability of the system 
to be used for the upcoming property reappraisal cycle. 


Legislative concerns led to inclusion of language in HB 2 that directs the department to provide status 
reports to the Revenue and Transportation Committee during the interim on the progress of POINTS 
development and the status of fixing mission-critical defects of the system. 
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STATE EMPLOYEE PAY PLAN (HB 13) 


The legislature passed a pay plan (HB 13) that has two main components: 1) a salary increase; and 2) 
an insurance increase. The following table shows the total cost of the pay plan by component. Ata 
cost of $29.2 million general fund and $35.7 million other funds over the biennium, this pay plan is the 
largest since the 1993 biennium pay plan enacted by the 1991 legislature. 





Figure 15 
Pay Plan Funding by Component 
2003 Biennium 


Biennium 
General Other Total 
Component Fund Funds Funds 


4 Percent Salary $23,398,907 $28,603,096 $52,002,003 
Insurance 5,790,961 7,064,454 12,855,415 


Total $29,189,868 $35,667,550 $64,857,418 


*Due to the enactment of HB 124, "other funds" contain over $500,000 
currently appropriated in HB 2, that were not to be allocated to agencies 
from the HB 13 appropriations. Funds in HB 13 were, therefore, over allocated. 





The following shows total appropriations, including contingency and market adjustment funds, by 
recipient. 





Figure 16 
Pay Plan Appropriations by Recipient 
2003 Biennium 


--- Fiscal 2002 --- --- Fiscal 2003 --- --- 2003 Biennium --- 

General Other Total General Other Total General Other Total 

Recipient Fund Funds Funds Fund Funds Funds Fund Funds Funds 
Legislative Branch $145,571 $29,596 $175,167 $388,359 $78,107 $466,466 $533,930 $107,703 $641,633 
Consumer Counsel 0 9,829 9,829 25,902 25,902 0 35,731 35,731 
Judiciary 93,728 10,564 104,292 253,634 28,560 282,194 347 ,362 39,124 386,486 
University System 3,491,176 3,051,506 6,542,682 8,759,051 7,655,963 16,415,014 12,250,227 10,707,469 22,957,696 
Executive Branch** 4,344,707 6,718,472 11,063,179 11,713,642 18,059,051 29,772,693 16,058,349 24,777,523 40,835,872 
Subtotal $ 8,075,182 $ 9,819,967 $ 17,895,149 $ 21,114,686 $ 25,847,583 $ 46,962,269 $ 29,189,868 $ 35,667,550 $ 64,857,418 

| 

Executive Contingency $1,300,000 $3,000,000 $4,300,000 $0 $0 $0 $1,300,000 $3,000,000 $4,300,000 
Legislative Contingency 200,000 0 200,000 0 0 0 200,000 0 200,000 
Legislative Market Adj. 400,000 34,500 434,500 0 (e) (0) 400,000 34,500 434,500 
Total $9,975,182 $12,854,467 $22,829,649 $21,114,686 $25,847,583 $46,962,269 $31,089,868 $38,702,050 $69,791,918 


“Due to the enactment of HB 124, “other funds" contain over $500,000 currently appropriated in HB 2 that were not to be allocated to agencies from the HB 13 appropriations. 
Funds in HB 13 were over allocated. 
**Includes teacher salary adjustments. 
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SALARY INCREASE 


All state employees paid under the state’s primary salary matrix will receive a 3.4 percent increase 
each year of the biennium. This increase will take effect during the first pay period after October 1 for 
those hired before September 30, 1994, and on the employee’s anniversary date for all other 
employees. (For purposes of calculating the costs of the pay plan, an average anniversary date of 
November 1 was used.) In addition, employees not yet at the maximum salary level will progress 0.6 
percent within their current grade, resulting in a total 4.0 percent increase (employees currently at 
maximum salary level for their grade will not receive this increase). For example, if an employee is 
currently at entry level within grade 10, the entry level salary will increase by 3.4 percent, and the 
employee will also move 0.6 percent above entry level. The following table illustrates the mechanism. 


Figure 17 
Illustration of Salary Increase 
2003 Biennium 


Entry Level New Entry Percent Progression Total Percent 


Grade Salary Level Salary Increase From Entry Salary Increase 


8 $15,748 $16,283 3.4% $94 $16,377 4.0% 
12 22,241 2209] 3.4% 133 23,130 4.0% 
15 29,074 30,063 3.4% 174 30,237 4.0% 

46,170 47,740 3.4% Af 48,017 4.0% 





Total cost of this component is $23.4 million general fund and $28.6 million other funds. Because this 
adjustment is phased in over the biennium, costs in the 2005 biennium will be approximately $41.5 
million general fund and $50.7 million other funds. 


INSURANCE INCREASE 


The legislature provided an insurance increase of $30 per month in calendar 2002 and a further $41 
per month in calendar 2003. Beginning on January 1, 2002, the insurance contribution for executive, 
judicial, and legislative agencies will increase from $295 per month to $325 per month. On January 1, 
2003, insurance contributions for those employees will increase to $366 per month. Insurance 
contributions for university system employees on the Montana University System Group Insurance Plan 
will increase by the same amount, but this increase will take effect on July 1 of each year. Total cost of 
this adjustment is $5.8 million general fund and $7.1 million other funds over the biennium. Because 
this adjustment is phased in, the total cost in the 2005 biennium will be about $11.0 million general fund 
and $13.5 million other funds. 


OTHER ADJUSTMENTS 
In addition to the components discussed above, the legislature made a number of other adjustments. 


1. The legislature provided two contingency funds to assist agencies that cannot meet their 
vacancy savings requirements: a) $1.3 million general fund and $3.0 million other funds to 
assist executive branch agencies (including the judiciary and the university system), under the 
control of the Office of Budget and Program Planning (OBPP); and b) $200,000 general fund to 
assist the Legislative Branch. 
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2. A total of $400,000 general fund and $34,500 other funds over the biennium were added to 
allow the Legislative Branch to move closer to statutory market salary levels. A study 
conducted by an independent contractor indicated that legislative salaries lag further behind 
statutory market than similar executive branch positions. (All branches lag well behind actual 
market salaries.) 

3. An adjustment was made to current statute to change the way legislative per diem during the 
legislative session is calculated. Under previous law, legislative per diem (that amount provided 
to legislators for living expenses during the legislative session) was adjusted each year by the 
results of a survey of similar allowances in surrounding states. In the future, legislator per diem 
will be the daily rate for the prior legislative session increased by either: a) the percentage rate 
increase as determined by the survey, b) a cost of living increase to reflect inflation calculated 
according to current statute; or c) 5 percent, whichever is least. Since all legislative session per 
diem is paid via the “feed bill” that. funds all costs to operate a legislative session, no change in 
appropriation was made in HB 13 for this adjustment. 

4. The Department of Administration can currently develop and implement alternative pay and 
classification plans as demonstration projects. The legislature removed the requirement that the 
alternative plans be demonstration projects. 


STATE EMPLOYEES — FTE SUMMARY 


HB 2 provides funding for a total 10,874.11 FTE state employees in fiscal 2002 and 10,915.69 in fiscal 
2003, excluding the Montana University System. These totals represent an increase of 488.73 FTE 
(4.7 percent) in fiscal 2003 over the fiscal 2001 level used for budgeting purposes. 


Figure 18: 1) provides a listing of all FTE for which funding was appropriated in HB 2 in the 2003 
biennium; and 2) compares this total to the 2001 biennium total. Please note that the listing does not 
include any FTE that may have been added in the 2001 biennium in budget amendments or other 
action, or funded through language or statutory appropriations. Because the legislature does not 
appropriate funding specifically for FTE in the Montana University System, those FTE are not listed in 
the main part of the table. Also, please note that the table does not include any FTE that may be added 
through other legislation. 
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Figure 18 
Total State Employees General Appropriations Act* 
2001 Biennium to 2003 Biennium 


Actual Approp Approp - Approp 
Fiscal Fiscal Fiscal Fiscal FY0O1-FY03 Percent 


Section/Agency 2000 2001 2002 2003 Difference Increase 


Section A - General Government 
Legislative Branch VEO 127.47 Zot, 130.44 2.97 2.3% 
Consumer Counsel 5.04 5.03 5.04 5.04 0.01 0.2% 
Judiciary 102.75 102.25 116.75 119.25 17.00 16.6% 
Governor's Office © 50.00 50.00 57.00 57.00 14.0% 
Commissioner of Political Practices 5.00 5.00 5.00 5.00 0.0% 
State Auditor 67.00 67.00 69.50 69.50 : 3.7% 
Transportation 2,116.66 2,120.66 Z1Ova5S 2,171.44 : 2.4% 
Revenue 538.56 498.56 665.23 656.23 f 31.6% 
Administration 81.78 81.71 145.19 145.69 , 78.3% 
Appellate Defender ; : ; : 0.0% 


Total Section A 3,095.06 3,060.68 3,359.51 3,362.59 ‘ 9.9% 


Section B - Health and Human Services 
Public Health and Human Services 2,696.84 2,701.79 2,798.83 2,810.58 


Section C - Natural Resources and Commerce 
Fish, Wildlife, and Parks 568.52 570.01 583.19 585.19 15.18 2.7% 
Environmental Quality 349.24 354.23 362.99 362.99 8.76 2.5% 
Livestock 134.71 1S aga 144.49 144.49 6.78 4.9% 
Natural Resources and Conservation 500.28 500.25 495.35 496.35 (3.90) -0.8% 
Agriculture 108.72 109.71 109.55 109.55 (0.16) -0.1% 
Commerce 241.81 209.81 64.00 65.00 (144.81)  -69.0% 


Total Section C 1,903.28 1,881.72 1,459.57, 1,763.57 (ul Bals) -6.3% 


Section D - Corrections and Public Safety 
Board of Crime Control 21.00 21.00 18.00 18.00 (3.00)  -14.3% 
Justice 700.95 700.90 713.70 713.70 12.80 1.8% 
Public Service Commission 39.50 39.50 39.00 39.00 (0.50) -1.3% 
Corrections 1,024.45 1,025.45 1,066.30 1,087.30 61.85 6.0% 
Labor and Industry 550.10 553.50 663.88 665.63 112.13 20.3% 
Military Affairs : : : 158.00 , 8.8% 


Total Section D a 7.9% 


Section E - Education and Cultural Resources 
Office of Public Instruction 
Board of Public Education 
School for the Deaf and Blind 
Arts Council 
State Library Commission 
Historical Society 


Total Section E 
Total - All Sections 


*Does not include the Montana University System. 
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REORGANIZATIONS 


One major and one minor reorganization will take place in the 2003 biennium that skew the individual 
agency totals. Figure 19 shows the impact of those reorganizations. 


As shown, there is a net increase in state FTE asa Figure 19 
result of the reorganization of 4.0 FTE, associated with Commerce/Crime Victims Reorganization 
the creation of the Office of Economic Development. Impact on FTE 
Figure 20 shows the impact to the affected agencies if 2003 Biennium 
all changes due to reorganization are factored out. a 
reorganization. 
Commerce Reorganization 
: ear ; ie : 176.81 
As shown, if reorganization is factored out, the danapaee pees i pote 
Department of Commerce shows a net increase of 32.0 Administration 67.00 
FTE (as discussed below, 31.5 FTE of this increase are Livestock 3.78 
Governor's Office 7.00 


due to an accounting change). For a further discussion 
of the Department of Commerce reorganization, see 
page 96 of this section. 


Net Change in FTE 


Crime Victims 
Board of Crime Control 
Justice 


Figure 20 
Impact of Commerce Reorganization 


2001 and 2003 Biennia Net Change in FTE 


*Total does not include 2.5 FTE reduced due to 
extended vacancy. 


Fiscal Fiscal 
Department 2001 2003 _ _ Difference 





Governor's Office 57.00 57.00 - 
Administration 148.71 145.69 (3.02) 
Livestock 141.49 144.49 3.00 - 
Commerce 33.00 65.00 32.00 
Labor and Industry 656:53 665.63 S10 





MAJOR ACCOUNTING CHANGES 


There are three primary accounting changes that impact the FTE increases shown: 

1. within the Department of Revenue, the legislature reestablished funding for the Customer 
Service Center in HB 2. The center had been funded through a proprietary fund and was 
therefore not included in HB 2. This change added 123.7 existing FTE. In addition, 19.0 FTE 
were added when the legislature required that the Liquor function be appropriated in HB 2. This 
enterprise function was non-budgeted in the 2001 biennium; 

2. within the Department of Commerce, 31.5 existing FTE were added when the Lottery, which is 
an enterprise fund that the legislature now requires have an appropriation, was added to HB 2; 
and 

3. in the Department of Corrections, 15.0 FTE were taken off budget when the cook/chill was 
moved to a proprietary fund. The positions remain in state government. 
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In addition to these accounting changes, SB 184 changed the property reappraisal requirements in the 
Department of Revenue. The FTE to implement these requirements, which were added in the 2001 
biennium, are not reflected in the fiscal 2001 totals, adding 21.0 FTE to that department’s 2003 
biennium totals. 


MAJOR CHANGES IN FTE 


lf the adjustments shown above are not included, the overall increase in FTE of 308.53 is concentrated 
in five areas. 

e The Department of Public Health and Human Services shows a net increase of 108.79 FTE due 
to a number of factors, including: 1) additional staff at the Montana State Hospital, Montana 
Developmental Center, and the Montana Veterans’ Home; 2) additional adult and child 
protective services workers; and 3) staff to administer various state and federal programs 

e Net of a reduction of 15.0 FTE due to the change in funding for the cook/chill discussed above, 
the Department of Corrections increases primarily due to the maintenance by the legislature of 
most positions added during the interim by Governor Racicot, and due to expansion of the 
Montana Women’s Prison 

e The increase in the Department of Transportation is primarily due to temporary winter 
maintenance and to assumption of secondary road maintenance from local government 

e The number of employees in the Judiciary increase for a variety of reasons, including the 
provision of 8.5 FTE to administer the district courts, 3.0 FTE law clerks, creation of an asbestos 
court, and new judges in Ravalli and Cascade Counties 

e The increase in staff in the Department of Fish, Wildlife, and Parks is due to a number of new or 
expanded programs 


In addition to the major increases discussed above, certain FTE vacant for longer than seven months 
up to March 2001 were removed from the budget. Funding for these positions was not removed. 
However, the positions and associated funding will not be included in the present level budget for the 
2005 biennium, and continuance of the positions must be requested in new proposals. Positions 
vacant for longer than seven months but exempted from the reduction include seasonal, recently filled, 
or new classified employees. Also exempted are other employees as determined by the legislature, 
including Department of Revenue auditors, certain direct care workers, and others. Figure 21 details 
the reductions. 
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Figure 21 
Impact of FTE Reduction 
2003 Biennium 


FTE 
Agency Reduction 


Transportation 49.27 
Revenue 2.03 
Administration 4.84 
Public Health and Human Services 9.26 
Fish, Wildlife, and Parks 5.02 
Environmental Quality IES 
Livestock 1.00 
Natural Resources and Conservation 9.27 
Agriculture 1.00 
Commerce 2.00 
Justice 4.00 
Public Service Regulation 0.50 
Corrections 0.65 
Labor and Industry h25 
Office of Public Instruction 1.00 


Total 104.84 





VACANCY SAVINGS 


Vacancy savings is the difference between the cost of fully funding a position for the entire year and the 
actual cost of authorized employee positions during that period. A vacancy savings reduction, usually a 
percentage reduction from full funding, has been applied to budgets in prior years in recognition of the 
fact that staff turnover and vacancies often result in personal services expenditures lower than 
appropriated. 


LEGISLATIVE VACANCY SAVINGS 


The legislature imposed a vacancy savings rate on all personal services (including insurance) for all 
agencies except: 

1. those with fewer than 20 FTE (with the exception of the Board of Crime Control, which was 
reduced to below 20 FTE during the session as a result of transfer of certain duties to the 
Department of Justice); 
university system faculty; and 
3. elected officials. 


N 
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The 2003 biennium vacancy savings rate imposed totals 4 percent each year for all other programs 
with the following exceptions: 
1. the State Tax Appeal Board at 20 percent each year, based upon historical experience; 
2. State Personnel Division at 5 percent each year based upon historical experience; 
3. the Agricultural Experiment Station and Extension Service in the Montana University System at 
1.5 percent each year; and 
4. the Judiciary, Public Service Commission, and School for the Deaf and Blind at 2 percent each 
year. 


Total budget reductions as a result of the imposition of vacancy savings are about $19.0 million general 
fund and $23.1 million other funds over the 2003 biennium. 


PERSONAL SERVICES CONTINGENCY 


Vacancy savings are assessed against personal services budgets on the assumption that actual 
vacancy savings will be sufficient to cover the reduction. Sometimes, agencies don’t generate enough 
actual vacancy savings, resulting in a shortfall. 


As also stated in the discussion on the 2003 biennium pay plan, in order to assist agencies that have 
insufficient authority to meet all personal services costs in the 2003 biennium, the legislature provided a 
contingency fund totaling $1.3 million general fund and $3.0 million other funds for executive branch 
agencies (including the university system) and the Judiciary, and $200,000 general fund for the 
Legislative Branch. Executive branch agencies will have to apply to the Office of Budget and Program 
Planning for these funds during the 2003 biennium. 
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PROPRIETARY FUNDS AND RATE SETTING 


There are two types of proprietary funds: 1) internal service funds; and 2) enterprise funds. Internal 
service funds are used to account for "internal service" functions that provide goods or services to other 
agencies or programs of state government on a cost-reimbursement basis. Enterprise funds are used 
to account for “enterprise” functions that provide goods or services to the public on a user-charge basis. 
Examples of internal service funds are those collected by the Information Services Division of the 
Department of Administration for providing computer services to other agencies and those collected by 
the Central Stores program for providing various supplies to state agencies. An example of an 
enterprise fund is the state lottery. Since the 1997 biennium, the legislature has not appropriated 
proprietary funds to the program receiving the funds (except in cases where the proprietary funds are 
used as a part of a program that is not an enterprise or internal service function and otherwise requires 
an appropriation.) 


In the past, the legislature appropriated internal service funds to the agency receiving the funds and 
simultaneously provided funding to the agencies that would pay the internal service functions for 
services received, which resulted in a double counting of the cost of providing internal service functions. 
To avoid this double-counting, the legislature no longer appropriates proprietary funds to the internal 
service functions receiving the funds, but instead sets the rates that the internal service functions may 
charge. Statute requires that rates be commensurate with costs and prohibits an internal service 
function from raising rates during the biennium. The legislature reviews enterprise functions and 
enterprise funds, but statute does not require that the legislature establish rates for enterprise functions. 
(SB 55 passed by the 1999 legislature requires that enterprise funds that transfer profits to the general 
fund or to an account subject to an appropriation must be appropriated by the legislature. The two 
enterprise accounts that currently fall under the requirement are the state lottery and liquor accounts.) 


2003 BIENNIUM CHANGES IN PROPRIETARY FUNDS 


The legislature changed accounting for several functions from budgeted to proprietary accounts in the 
2003 biennium: 

1. cook/chill in the Department of Corrections, including 15.0 FTE; 

2. statewide Accounting, Budgeting, and Human Resource System (SABHRS) vendor 
maintenance costs in the Department of Administration (most SABHRS operating costs were 
already funded with a proprietary fund); and 

3. personnel Unit of the Department of Administration, including 1.75 FTE. 


The legislature also changed the Customer Service Center in the Department of Revenue from a 
proprietary to a budgeted fund, including 123.7 FTE. Only accounts receivable remains a proprietary 
fund. 


SUMMARY OF PROGRAMS/FUNCTIONS 


The following Figure lists all internal service programs and/or functions for which the legislature 
established rates in HB 2, including those functions that are only charged to a single agency. The 
“Appropriations by Agency and Program” sections in Volumes 3 and 4 provide additional discussion of 
the rates for those functions providing multi-agency or statewide services. All approved rates are listed 
in section R in Volume 4, and within the individual agency narratives. 
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Figure 22 
Internal Services Functions 
2003 Biennium 


Agency/Program or Function 


Transportation 
Motor Pool 
Equipment 
Revenue — 
Customer Service Center - Accounts Receivable 
Administration 
Accounting/Management Support 
Procurement and Printing 
Information Services, including SABHRS Operations 
General Services 
Central Mail 
Local Government Services 
Professional Development Center 
Payroll 
Personnel Unit 
State Employee Benefits 
Risk Management/Tort Defense 
Fish, Wildlife, and Parks 
Administration and Finance 
Capitol Grounds Maintenance 
Aircraft and Vehicle Usage 
Duplicating and Bindery 
Environmental Quality 
Central Management 
Natural Resources and Conservation 
Air Operations 
Commerce 
Board of Investments 
Director/Management Services 
Justice 
Agency Legal Services 
Corrections 
Corrections Enterprises 
Cook/Chill 
Labor and Industry 
Central Services Division 
Professional and Occupational Licensing 
Office of Public Instruction 
Centralized Services 
Montana University System 
MUS Group Insurance 
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LONG-RANGE PLANNING SUMMARY 


The 2001 Legislature approved $156.6 million of grants, loans, and capital projects for Long-Range 
Planning (LRBP). Figure 23 summarizes the funding for each LRP program. In some instances in 
Figure 23, amounts shown reflect the funding available rather than the amounts appropriated or 
authorized for projects. For total appropriations or authorizations for these bills, see Figure 1 on page 
71. More detailed information can be found in Section F of Volume 4 of this report. 


Figure 23 
Legislative Action -- 2001 Session 
Long-Range Planning Programs 


2003 Biennium (dollars in millions) 
Bill # Program CPF GF SSR FED Other _GOBonds _ Loans Total 


HB 5 LRBP - Cash $5.490 $- | $20.420 $15.800 $39.105 = : $80.815 
HB 14 LRBP - Bonds - - - - - 25.025 

HB 577 InformationTechnology - Dept. of Justice - - - - - - 5.620 

HB 6 Renewable Resource Grant Program - - - - - 


Renewable Resource Loan Program - - - - - - 15.927 
Reclamation & Development Grant Program - 

Treasure State Endowment Program 

Treasure State Regional Water System Grants 

Cultural & Aesthetic Grant Program 

Oil Overcharge Program - - - 
State Building Energy Conservation Program - - - - - 3.000 - 3.000 


0.231 


Total $5.490 $0524 $45.884 $16.031 $39.105 $ 28.025 $21.547 $156.606 





LONG-RANGE BUILDING PROGRAM 


Together, HB 5 and HB 14 authorized a total of $105.8 million for 64 LRBP projects. HB 5 combines 
$5.5 million of capital projects funds with $75.3 million from other sources, for a total of $80.8 million in 
cash funding for the LRBP. HB 14 approves capital projects to be funded with a total of $25.0 million in 
general obligation (G.O.) bonds, all of which are to be retired with general fund money. 


INFORMATION AND TECHNOLOGY FINANCING 


The executive requested bonding authority, in HB 15, in the amounts of $878,850 for the Department of 
Justice (video gambling account system) and $2.5 million for the Montana University System (PBS 
conversion to digital). Although HB 15 was not passed, these projects were ultimately included in HB 
577, HB 5, and HB 14. In HB 577, the legislature authorized $5.6 million of INTERCAP loans to be 
made from the Board of Investments to the Department of Justice. These funds are to pay for a video 
gambling accounting system and a system for the production and maintenance of motor vehicle title 
and registration records and driver's license records. The debt service for $1.1 million of the loans will 
be paid from general fund in the HB 2 budget of Justice. The debt service for $4.5 million will be paid 
from the $4 increase in fees for filing any security interest or other lien against a motor vehicle. HB 5 
and HB 14 both contain provisions that fund the upgrade of the public broadcasting system (PBS) from 
analog to digital formats. A total of almost $5.0 million is authorized ($1.9 million from the issuance of 
bonds and $3.1 million from other cash sources). 
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RESOURCE INDEMNITY TRUST INTEREST ACCOUNTS 


Two long-range building programs receiving interest earnings from the Resource Indemnity Trust (RIT) 
are: 1) the Renewable Resource Grant & Loan Program (RRGL); and 2) the Reclamation and 
Development Grant Program (RDGP). 


Renewable Resource Grants and Loan Programs (RRGL) 

The biennial statutory allocation of RIT interest income for RRGL grants is $4 million. Loans made 
under the RRGL are financed with bonds backed by coal severance tax revenue. The purpose of 
RRGL projects is “to enhance Montana’s renewable resources through projects that measurably 
conserve, develop, manage, or preserve resources (85-1-602, MCA). The 2001 legislature 
appropriated $2.9 million of $4.8 million for RRGL grants in HB 6 and authorized $19.0 million for loans 
in HB 8. 


Reclamation and Development Grant Program (RDGP) 

The RDGP was established to fund projects that: 1) repair, reclaim, and mitigate environmental 
damages to public resources from non-renewable resource extraction; and 2) develop and ensure the 
quality of public resources for the benefit of all Montana citizens. By statute, the RDGP receives $3.0 
million in RIT investment income to be used for grant awards. The 2001 legislature appropriated $2.9 
million of this amount, $0.9 million from prior grants withdrawn by the Department of Natural Resources 
and $0.2 million from additional interest revenues that were otherwise uncommitted. 


TREASURE STATE ENDOWMENT PROGRAM 


The Treasure State Endowment Program (TSEP) is funded with investment earnings on the Treasure 
State Endowment Trust in accordance with section 90-6-701, MCA. The Treasure State Endowment 
_ Trust receives 75 percent of the coal severance tax revenues deposited into the coal severance tax 
permanent fund. 


HB 11 authorizes $13.7 million for 31 TSEP grants to local governments. In addition, $0.2 million is 
authorized for one emergency at the City of Conrad for their drinking water system and an emergency 
fund for local governments that is managed by the Department of Commerce. Total TSEP authorized 
projects was $13.9 million. 


HB 11 authorizes $2.4 million for the state’s share for regional water system projects. The two regional 
authorities authorized to use these funds are the “dry prairie rural water authority and the north central 
Montana regional water authority”. | 


CULTURAL AND AESTHETIC GRANT PROGRAM 

The Cultural and Aesthetic Grant Program, administered by the Montana Arts Council (MAC), is funded 
by the interest from a statutory trust that receives coal severance tax and general fund. The 2001 
legislature authorized a total of $0.9 million for the cultural and aesthetics projects in the 2003 
biennium, $0.4 million from interest earnings on the Cultural and Aesthetics Trust, and $0.5 million from 
the general fund. 
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OiL OVERCHARGE 


Oil overcharge funds are allocated to the state by the federal Department of Energy as a result of 
federal court action requiring certain oil producers to pay restitution for violation of federal oil price 
allocation controls that occurred between 1973 and 1981. These funds cannot be used to replace state 
funds and may only be used for programs authorized under federal law. 


The majority of oil overcharge litigation is complete and most funds have been received. However, the 
Montana Department of Environmental Quality estimates there is at least $230,730 available for the 
2003 biennium. 


STATE BUILDING ENERGY CONSERVATION 


The State Building Energy conservation program (SBECP), operated by the Department of 
Environmental Quality (DEQ), was established by the 1989 legislature to reduce operating costs in 
state facilities by identifying and funding cost-effective energy efficiency improvement projects. 
Through this program, the state sells G.O. bonds, uses the bond proceeds to pay for energy efficiency 
improvements, then uses the resulting energy cost savings to pay debt service on the bonds. The 
projects are designed so that the cost savings exceed the bond debt service. 


HB 12 authorizes the Board of Examiners to issue up to $3.0 million in G.O. bonds for SBECP. In 
addition, HB 12 grants DEQ a biennial appropriation of $450,000 from the bond proceeds to fund 
analysis, design, and program administration. HB 12 also contains a $100,000 reappropriation to DEQ 
of oil overcharge funds to be used for administrative purposes, which has a higher priority than any 
other appropriation of stripper-well payments during the 2003 biennium. 
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FISCAL 2001 SUPPLEMENTAL APPROPRIATIONS 


The legislature funded $68.2 million general fund and $44.7 million other funds in supplemental 
appropriations in fiscal 2001. 


Figure 24 Figure 24 summarizes all supplemental appropriations funded since 
General Fund Supplementals the 1987 biennium. As shown, supplemental appropriations in this 
1987 to 2001 Biennia biennium are the highest since the 1993 biennium, due primarily to fire 
Biennium Milions : | ~COSts ($10.5 million state cost, $22.7 million reimbursable), human 
services ($15.9 million), and distribution to schools ($10.4 million). 


1987 $32.7 
1989 ZA 


1991 20.4 Figure 25 shows each appropriation, by agency and purpose. 
1993 82.2 Following the table is a brief description of each. As shown, a large 
1995; 19.9 number of agencies for a wide purpose received supplemental 


1997 14.2 ‘pet é tan, 
1999 15 appropriations in the 2001 biennium. 


2001 68.2 





Governor’s Office — Due to a changeover in staff as a result of the change in administration, the 
legislature provided funds for termination payouts to prior staff. 


Department of Revenue — The legislature provided three separate appropriations to the department: 

1. the state is engaged in legal action with the contractor responsible for the department’s POINTS 
Il contract. The legislature provided $100,000 to the Director’s Office for legal fees, which 
continues into the 2003 biennium; 

2. because of difficulties with the new POINTS II computer system, the department will upgrade 
the current legacy system to allow property reappraisal to take place as scheduled. A 
supplemental appropriation was provided for this upgrade; and 

3. the Customer Service Center was intended to provide revenue collection services for a number 
of state agencies. However, the department overestimated the number of agencies that would 
participate, and did not generate the revenue necessary to pay off all loans taken to establish 
the center. A supplemental appropriation was provided to pay off all loans. The legislature 
mitigated the cost of this supplemental by changing the funding of the Customer Service Center 
to a proprietary fund in the 2003 biennium and by making other reductions within the 
department. 


Department of Public Health and Human Services — The legislature provided three supplemental 
appropriations to the department. The total increase ($15.9) is a net of overruns and a number of 


general fund offsets, primarily through the use of Children’s Health Insurance Program federal funds. 
For a further discussion, see the Health Policy and Services and Addictive and Mental Health Divisions 
in the Department of Public Health and Human Services, in Volume 3 of this report. The total 
supplemental request is the result of: 
1. increases in the cost of Medicaid over anticipated levels, primarily due to an increase in the 
number of persons eligible for Supplemental Security Income (SSI) as a result of recent court 
cases; 
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2. increases in the cost of mental health services in three primary areas - Medicaid services, 
Mental Health Access Plan (the non-Medicaid mental health program), and Montana State 
Hospital - with a smaller amount due to over-runs at the Montana Mental Health Nursing Care 
Center; and 

3. loss of a court judgment that requires the department to reimburse an individual for the 


inappropriate placement of a lien on assets. 


Figure 25 


Supplemental Appropriations 


Fiscal 2001 


General 


State Federal 


Department/Program Fund Special Special Other Total 


Governor's Office 
Executive Office - Employee Payouts 
Revenue 
Director's Office 
Compliance, Valuation, Resolution 
Customer Services Center 
Public Health and Human Services 
Health Policy and Services 
Mental Health 
Medicaid Court Judgment 
Natural Resources and Conservation 
Fire Costs Net to State* 
Fire Costs Reimbursable 
Justice 
Central Services - Employee Payouts 
Extradition of Prisoners 
Office of Public Instruction 
Malta School District 
Distribution to Schools 
Distribution to Schools 
Historical Society 
Museum - Scriver Collection 
Library/Archives - 
Corrections 
Secure Facilities 
Judiciary 
Indigent Victims of Domestic Violence 
University System 
Utility Cost Increases 


Total 


$76,888 


100,000 
219,100 
2,700,000 


4,437,807 
11,399,341 
21,545 


10,516,879 
22,707,695 


41,632 
45,000 


21,009 
8,905,000 
1,517,800 


249,923 
25,000 


4,000,000 


1,200,000 


$0 $0 


11,960,571 7 
32,549,140 


11,593 


175,000 


$76,888 


100,000 
219,100 
2,700,000 


16,403,324 
43,948,481 
21,545 


10,516,879 
22,707,695 


54,117 
45,000 


21,009 . 
8,905,000 
1,517,800 


249,923 
25,000 


4,000,000 


175,000 


1,200,000 


*Consists of appropriations contained in both HB 3 and HB 17. 





Department of Natural Resources and Conservation — the state does not typically provide an advance 


appropriation for costs of fire suppression. Instead, the Department of Natural Resources and 
Conservation pays these costs out of current operating appropriations and is reimbursed through a 
supplemental appropriation. The supplemental appropriation for fire costs in the 2001 biennium 
consists of two parts: 
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1. $10.5 million ($6.049 million of which was included in HB 17 and the remainder in HB 4) for 
costs of suppressing state responsibility fires that will not be reimbursed from any other source; 
and 

2. $22.7 million for all other fire costs for which the state is anticipating reimbursement. This 
reimbursement will increase general fund revenues to offset these expenditures and will come 
from two primary sources: 1) the Federal Emergency Management Agency (FEMA), which paid 
a significant share of the costs of wildfires; and 2) federal agencies for the costs Montana 
incurred fighting fires on federal land. 


The state’s total actual out-of-pocket cost for fire suppression in the 2001 biennium is estimated at 
$15.6 million, which consists of the $10.6 million appropriated in supplemental appropriations to the 
Department of Natural Resources and Conservation, and $5.1 million statutorily appropriated from the 
Governor’s emergency appropriation. 


For a further discussion, see the Department of Natural Resources and Conservation narrative in 
Volume 4 of this report, page C-100. 


Department of Justice — The legislature provided two appropriations to the department: 
1. costs of termination payouts due to turnover caused by the change in administration; and 
2. costs over the appropriated level for extradition and transportation of prisoners. 


In the 2001 biennium, the management of extradition and transportation of prisoners program, which 
reimburses county sheriffs for allowable expenses associated with transporting prisoners to Montana 
detention centers and of extraditing prisoners to Montana, is conducted through the Governor’s Office, 
while the Department of Justice pays bills as received. The 2001 legislature moved payment of costs 
to the Governor’s Office in the fiscal 2003 biennium to consolidate all functions. 


Office of Public Instruction — The legislature provided three separate supplemental appropriations to 
a 

1. schools are entitled to receive the income from certain sales of timber. Due to higher than 
anticipated timber sales (and revenue to the general fund), the Office of Public Instruction had 
insufficient authority to make all distributions as required by law. (The 2001 legislature changed 
the fund type into which these funds will now be deposited from general fund to state special 
revenue, and provided for the statutory appropriation of these funds.); 

2. the BASE aid appropriations authority for the 2001 biennium was established by the 56” 
legislature in HB 2, SB 100, and HB 4 (May special session). The amounts authorized were 
based on estimates of the BASE aid components for each school district’s budget, including 
estimates of taxable value and non-levy revenues. Because of legislated changes in these 
components, predictions of changes in districts’ taxable value and districts’ vehicle receipts 
were uncertain. Total costs were ultimately understated; and 

3. the Malta school district was one of a number of schools that was ordered several years ago to 
pay back a portion of BASE aid received. While the Malta School District paid, the other 
districts appealed the decision and eventually prevailed. Funds were provided to reimburse the 
Malta School District for the funds they had earlier returned to the state. 
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Montana Historical Society - The Montana Historical Society received supplemental appropriations for 
two purposes: 
1. the state received a large donation of artwork from the estate of Montana artist Bob Scriver. 
Additional funds were provided to store and begin cataloguing the collection; and. 
2. the Historical Society collects the archives of each administration. Due to the change, an 
appropriation was provided to store these archives. 


Department of Corrections — The legislature provided an appropriation of $4.0 million to fund cost over- 
runs in the department. The additional costs were incurred primarily due to higher than anticipated 
incarceration (including contract beds) costs, exacerbated by the addition of staff and the provision of 
upgrades to existing and new staff during the interim not funded by the legislature. (In addition, $1.0 
million from the Office of Budget and Program Planning’s personal services contingency account was 
allocated to this department to partially offset the additional personal services costs.) For a further 
discussion, see the narrative for the Department of Corrections in Volume 4, page D-56. 


Judiciary — The 1999 legislature passed legislation providing that $9 of the marriage dissolution fee be 
deposited to a state special revenue account and used to provide legal representation for indigent 
victims of domestic violence. However, no appropriation for this purpose was provided. This 
appropriation was made to allow the Judiciary to expend the funds that accumulated in the account in 
the 2001 biennium. 


University System — The legislature provided additional funding to the Montana University System as a 
result of higher than anticipated energy costs. 


Montana School for the Deaf and Blind - MSDB was given the authority to move personal services 
appropriations to operating expenses, primarily to address increased energy costs. No additional funds 
were appropriated. 
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FEE CHANGES 


The 2001 legislature enacted changes to fees (increases or decreases) and created new fees that will 
raise an estimated $13.7 million in revenue over the 2003 biennium, and assumed tuition increases of 
$14.5 million (5.6 percent each year), for total fee increases of $28.2 million. (The Board of Regents 
subsequently approved higher tuition increases as discussed below.) The increased fee revenue, which 
will mostly be deposited in accounts other than the general fund, will be used to fund new and existing 
agency programs. Figure 26 lists 41 bills that contain fee changes. While this list of bills might not be 
complete because of the difficulty of sometimes defining what is a “fee”, it is a representative list of fee 


bills. 


Figure 26 
2003 Biennium Revenue from New or Changed Fees 
Bill Number and Short Title New Change Fiscal 2002 Fiscal 2003 Biennium 

HB2/13 University tuition increases--amount assumed by Legislature x $5,407,024 $9,147,299 $14,554,323 
HB 69 Revise mining laws Xx 15,865 15,490 Si eleis) 
HB 99 Repeal termination of separation of nonresident deer and elk license Xx (82,350) (82,350) (164,700) 
HB 132 Revise laws on motorboat fee in lieu of tax x 0 285,000 285,000 
HB 141 Revise mint oil laws X (120) (200) (320) 
HB 144 Statewide legislative proceeding broadcasting Xx 0 60,000 60,000 
HB 185 Revising the duration of, and removing termination of, youth comb. sports license Xx 0 (137,950) (137,950) 
HB 247 Reduce the fee in lieu of tax on heavy veh. by 50% over a designated period (GF) X (263,279) (263,279) (526,558) 
HB 313 Revise laws relating to domestic violence X 250 1,250 1,500 
HB 325 Revise the definition of a sailboat x (890) (890) (1,780) 
HB 346 Repeal egg retailers license X (777) (777) (1,554) 
HB 437 Require inspections of elevators and other devices for building code compliance X 70,389 52,889 123,278 
HB 499 Encourage use of recycled, postconsumer glass -- credit against fees X (50,400) (50,400) (100,800) 
HB 531 Revise licensing for fertilizer spreader equipment X 6,250 6,250 12,500 
HB 539 Regulate auto title loan businesses X 57,500 91,800 149,300 
HB 542 Transfer duties for collecting surplus lines stamping fee X 80,000 80,000 160,000 
HB 554 Increase certain nonresident hunting and fishing fees X 2,574,554 4,148,792 6,723,346 
HB 577 Funding for information technology systems for Department of Justice X 1,439,366 648,313 2,087,679 
HB 620 Exempt purple heart veterans from light vehicle registration fees X (3,730) (5,048) (8,778) 
HB 628 Require alternative dispute resolution for seed contract disputes X 4,264 3,904 8,168 
SB 31 Revise state trust land laws X 5,000 5,000 10,000 
SB 48 Clarify out-of-state direct shipment of alcoholic beverages to Montanans X 21 84 105 
SB 96 Revise waiting period for temporary total disability benefits - work comp X 0 23,634 23,634 
SB 107 Allow teleconferencing in mental health proceedings X 7,200 7,200 14,400 
SB 143 Increase pesticide and groundwater fees Xx 225,365 225,365 450,730 
SB 168 Increase junk vehicle fees X 107,215 107,215 214,430 
SB 191 Specialty license plate decals for organizations (GF) X 0 160,000 160,000 
SB 238 Increase out-of-state waterfowl license fee X 0 112,950 112,950 
SB 240 Remove termination for alternative oil recovery rates 0 (108) (108) 
SB 242 Prohibit extraterritorial building codes X 100,925 151,950 252,875 
SB 261 Legalize growing industrial hemp X 5,192 4,918 10,110 
SB 285 Revise conservation license laws X 0 802,000 802,000 
SB 288 Distribution of unused drugs to low income individuals X 4,786 250 5,036 
SB 334 Justice Department to contract for driver rehabilitation & improvement program X 42,250 42,250 84,500 
SB 358 Public access to traffic accident reports to compile data (GF) X 31,391 27,891 59,282 
SB 373 Licensing and regulation of captive insurers X 20,000 20,000 40,000 
SB 380 Revise length restrictions and fees for triple trailers X (6,628) (6,628) (13,256) 
SB 393 Lewis & Clark bicentennial license plates to fund activities X 534,000 1,066,000 1,600,000 
SB 393 Lewis & Clark bicentiannial license plates to fund activities (GF) X 0 640,000 640,000 
SB 448 Funding of transportation for senior citizens and persons with disabilities X 171,093 347,318 518,411 

Total $10,501,726 $17,737,382 $28,239,108 


Most of the fee changes relate to state special revenue accounts, but a few are general fund or other 
funds. One significant change is the first item in the list relating to university tuition increases ($14.6 
million for the biennium) that was assumed by the legislature in establishing the level of funding 
provided to the universities in the general appropriations act (HB 2) and the state pay plan (HB 13). The 
Board of Regents subsequently approved increases of 13 percent each year of the biennium, for a total 
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of $39.1 million, or $24.6 million more than the legislature anticipated and shown in this table. Total 
tuition increases are discussed in detail in Volume 4, Section E, page E-93, under the Commissioner of 
Higher Education. Another significant revenue increase ($6.7 million for the biennium) occurs from 
increases in nonresident hunting and fishing licenses fees in HB 554. 


Figure 26 also shows the legislation imposing new or changed fees and anticipated revenue from each. 
Estimates for each bill are based upon fiscal notes for the bills. In some cases, no fiscal note was 
provided or the agency was unable to estimate the revenue changes that may result from the bills. In 
some instances, a fee change might result in lower state costs either because the fee was reduced or 
the fee is a less costly alternative. 


Fee increases for larger accounts, such as the Department of Fish, Wildlife and Parks general license 
account, are discussed further in the individual agency sections in Volumes 3 and 4. 
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LEGISLATIVE INTERIM STUDIES — SUMMARY 


The Fifty-seventh Legislature adopted 17 joint resolutions calling for interim studies, in addition to three 
studies requested or required by House or Senate bills. The interim studies are listed in Figure 27, 
along with an indication of how each were assigned by the Legislative Council, at its May 2001 
meeting. Of the 20 studies, 15 were assigned to various legislative interim committees, and two were 
not assigned. State agencies are being asked to conduct the remaining three studies. 


While most of the assigned studies include significant fiscal issues, those most directly impacting fiscal 
policy and prospective legislative budget actions are the study of vacancy savings (HB 2), study of 
mental health managed care (HJR 1), review of local government revenue dedication laws (HB 162), 
study of school funding (HB 625), the study of health insurance and rising health care costs (SUR 22), 
and study of alternatives for funding fire suppression (HJR 42). The Legislative Finance Committee will 
conduct the first three of these studies. For additional details on each of these study resolutions and 
bills, see the discussion under “Other Legislation” in the Legislative Branch budget narrative, Section A, 
Volume 3, page A-1. 


Figure 27 
Legislation Requesting or Requiring Studies 
2003 Biennium 


Bill No. Study Description Legislative Council Assignment 


HB 2 Study of vacancy savings Legislative Finance Committee/LFD Staff 


HB 625 Interim study of school funding Education and Local Government Interim Committee 
SB 162 LFC review of local government revenue Legislative Finance Committee/LFD Staff 


dedication laws 


HJR 1 Study mental health managed care Legislative Finance Committee/LFD Staff 


HJR 8 Study election reform State Admin. and Veteran's Affairs Interim Committee 
HJR 15 Study of community college laws Did not assign 


HJR 21 Study of mgmt of forest fuels w/air quality Environmental Quality Council 


concerns regarding open burning 


HJR 24 Study of annexation laws Did not assign 
HJR 27 EQC oversight for EIS on proposed coal-bed Environmental Quality Council 


natural gas resources development 
HJR 35_ Study of prepaid college tuition Education and Local Government Interim Committee 
HJR 37 Study bicycle safety (re: highway planning, Request Dept. of Transportation to conduct 

design, and use; driver ed./licensing) 
HJR 39 Study of criminal statutes Law and Justice Interim Committee 
HJR 40 Interim study of use of pre-professional skills Request Board of Public Education to conduct 

test (PPST) in teacher licensure 
HJR 41 Study transfer of territory between school Education and Local Government Interim Committee 

districts 
HJR 42 Study alternatives for funding fire Environmental Quality Council 

suppression 
SJR 5 __ Study veteran's issues State Admin. and Veteran's Affairs Interim Committee 
SJR 6__Interim study of traffic codes Request Dept. of Transportation to conduct 
SJR 8 Study of foster care and adoption Children, Families, Hlth & Human Svcs Interim Comm. 
SJR 21 _Interim study of non-agricultural land Revenue and Transportation Interim Committee 
SJR 22 Interim study of health insurance and rising Economic Affairs Interim Committee 

health care costs 
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HIGHWAYS SPECIAL REVENUE ACCOUNT 


Projections for the highways state special revenue account (HSRA) indicate that expenditures from the 
account will exceed account revenues and the working capital balance would be depleted by the end of 
fiscal 2002. In this situation, the Department of Transportation would require short-term debt financing 
to meet its cash flow needs. Expenditures are expected to exceed revenues through the foreseeable 
future. Expenditures at the level appropriated by the legislature are expected to exceed revenues by 
nearly $12.1 million during the 2003 biennium and the account is forecast to end the 2003 biennium 
with a deficit of more than $6.4 million. At the current level of service, expenditures could exceed 
revenues by nearly $6.8 million during the 2005 biennium. 


Figure 28 shows the projected revenues, expenditures, working capital balance, and the estimated 
annual structural imbalance for the HSRA through fiscal 2005, using HJR 2 revenue estimates and 
assuming full expenditure of appropriations through fiscal 2003. 


Figure 28 
Highways State Special Revenue Account 
Projected Working Capital Analysis 
Fiscal 2000 - 2005 
In Millions 


Actual 
Component Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 2004 Fiscal 2005 


Beginning Working Capital Balance $49.0 $23.5 $5.6 ($3.7) ($6.4) ($78.4) 
Revenues get), Zio 215.1 217.8 i yoyee02 § gy2229 

Available Working Capital 268.1 238.9 220.7 213.9 213.8 144.5 
Authorized Expenditures 235.9 233:3 225.0 220.6 221.2 227.2 
Adjustments and Impacts of Legislation (2001 Legislature) (8.7) 0.0 0.6 0.2 (0.4) (1.1) 
Ending Working Capital Balance $23.5 $5.6 ($3.7) ($6.4) ($7.8) ($83.8) 
Variance - Revenues less Expenditures (16.8) (17.9) (9.3) (2.8) (1.4) (5.4) 





The imbalance between expenditures and revenues declines in fiscal 2003 when the final debt service 
payment is made on long-term debt incurred by the department in the 1980’s. After the last debt 
service payment is made, annual expenditures will decrease by nearly $14 million. Even with this 
expenditure reduction, expenditures are still projected to exceed revenues during the 2005 biennium. 
The primary cause for the continued imbalance is that the growth of expenditures exceeds the growth 
of revenues at the current level of service. 


Three revenue sources — gasoline taxes, diesel taxes, and gross vehicle weight fees — provide roughly 
97 percent of the revenues into the account. These three revenue sources rely on increased usage to 
provide revenue growth. Inflationary factors tend to have an inverse effect on increased usage. 
However, increased usage has a direct impact to increase expenditures, because as highways see 
more use, maintenance and construction costs tend to increase. Cost increases from increased use 
compound the cost increases from inflation to widen the imbalance between expenditures and 
revenues. 


Given the declining financial condition of the account, the 2003 legislature may be faced with the need 
to either increase highway user fees or fuel taxes or to reduce the level of services provided for the 
State’s transportation infrastructure. See the table and discussion of the HSRA in Volume 3, page A-63 
of this report for additional information. 
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RESOURCE INDEMNITY TRUST 


The Montana Constitution (Article IX, Section 2) requires the existence of the Resource Indemnity Trust 
(RIT) and states, "The principal of the Resource Indemnity Trust shall forever remain inviolate in an 
amount of one hundred million dollars ($100,000,000) guaranteed by the state against loss or 
diversion." After reaching the cap, the state may spend any trust balance over $100 million. The 
account is projected to reach that level in the 2003 biennium as discussed in the “Legislation Changes” 
section that follows. The legislature provided for a distribution of the amount over the cap. 


Currently, the trust receives 50 percent of the revenue from: 1) the resource indemnity and ground 
water assessment (RIGWA) tax paid by mineral producers; and 2) portions of oil and natural gas 
production taxes that are allocated for distribution under RIT statutes. The remaining taxes are 
deposited in accounts established for various purposes. Figure 29 shows the flow of RIT proceeds and 
interest to expenditure accounts in fiscal 2002, before the trust reaches $100 million. 





After the RIT reaches $100 million, which is anticipated to occur in fiscal 2002, the distribution of 
RIGWA and oil and gas tax proceeds will change beginning in fiscal 2003. For a further discussion, 
see the “Legislative Changes” section on page 129. 


TRUST INTEREST 


The constitution does not restrict the spending of interest from the RIT. For the 2003 biennium, statute 

allocates $9.8 million of the interest for eight purposes. After the direct allocations are made, any 

interest remaining is allocated as follows: 

1. 30 percent to the renewable resource account; 

2. 35 percent to the reclamation and development account, which also receives portions of the 
RIGWA and metalliferous mines tax proceeds; 

3. 26 percent to the hazardous waste/CERCLA account; and 

4. 9 percent to the environmental quality protection fund. 
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Figure 29 
Flow of RIT Taxes & Interest Proceeds, Fiscal 2002 
(Prior to the RIT reaching $100 Million) 


RIT Sources 
1. RIGWA Tax (resource indemnity & ground water assessment) 
2. Oil and Gas Tax 


"3rd" - a 
»~" Rest ES The Rest 


$300,000 
Orphan Share 


15.5 % of 
METALLIFEROUS Reclamation and 
Mine Tax Development 


Resource Indemnity Trust Ground Water 
Account 


Assessment Account 


Direct Allocations of 
RIT Interest Earnings 


Environmental 
Contingency Account 
a iB ae 
30% 
Renewable Resource 
Future Fisheries FWP | Account Reclamation and 


00) 000 Development 
ee = Account 


Oil & Gas Production 
Mitigation Account 
=: 000 
9% 
Bee ota Quality 
MSU Northern 26% Protection Fund 


iati Hazardous Waste 
Statutory Appropriation 
ee 000 CERCLA Account 


Renewable 
Resource Grants 
$2,000,000 


Reclamation and 
Development Grants 
$1,500,000 


Legend 


www, leg.state.mt.us/ fiscal / Tar Piecccds ee 


Water Storage Ac H 
at g count Updated by the LFD 03/26/2001 


$500,000 





SS an an on 








Legislative Fiscal Report 2003 Biennium 126 Legislative Fiscal Division 


Other Budget or Fiscal Actions Other Major Funds 





The four accounts, along with other income, are appropriated by the legislature in HB 2 to fund 
operational costs of six agencies. Figure 30 shows the flow of interest allocations from the RIT in fiscal 
2003. 


Figure 30 
Flow of RIT Interest Earnings, Fiscal 2003 
(After RIT reaches $100 Million) 
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Figure 31 shows four elements of RIT. The first and second elements show the RIT revenues and trust 
balance for the past four fiscal years and Revenue and Taxation Committee (RATC) projections for 
fiscal years 2001, 2002, and 2003. Based upon RATC estimates, the trust balance will be $99.6 million 
in fiscal 2001 and will be $101.1 million in fiscal 2002. Since the trust will not receive any further annual 
distributions after the year it tops $100.0 million, the trust balance will remain at $101.1 million at the 
end of fiscal 2002. However, the legislature appropriated funds in excess of $100 million. Spending of 
this excess will begin in fiscal 2003. 
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The third element shows the amount of interest generated by the RIT and the amounts that are 
allocated by statute for specific purposes in the 2003 biennium. As shown, allocations to accounts that 
receive a portion of the tax will increase in fiscal 2003 when tax revenues are no longer deposited to 
the trust. The fourth section shows seven main accounts that receive RIT interest and other revenues. 
Calculations are shown for each account to determine available fund balances at the beginning of fiscal 
2002, a list of revenue sources, and a list of appropriations as approved by the legislature. 


The revenue figures for fiscal 2000 are overstated. Accounting errors resulted in revenue estimates 
being approximately $1.8 million too high in fiscal 2000. The Legislative Fiscal Division received a 
reconciliation of adjustments made by the Department of Revenue to remedy the problem. Because 
fiscal 2000 is closed for accounting purposes, accounting rules dictate that a prior period adjustment be 
made in fiscal 2001. Consequently, the fiscal 2001 figure is understated to compensate for the 
overstatement in fiscal 2000. 


Figure 31 
Resource Indemnity Trust (RIT): Proceeds, Interest Earnings, and Related Expenditure Accounts 
2003 Biennium Projections (Prior to and after the RIT Reaches $100 Million) 


RIT Revenues (RATC estimates) Fiscal 1997 Fiscal 1998 Fiscal 1999 Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 
RIGWAT Coal, Oil, Natural Gas Proceeds $1,431,779 $997,607 $900,648 $3,396,285 $1,570,000 $1,452,000 $0 
RIGWAT Error Adjustments 0 0 0 0 (1,841,653) 0 0 
Legislative Changes -- Weeds ($500K), Water Treatment ($540k) 0 (1,040,000) 
Legislative Changes -- Subdivisions, Cons. Dist., Irrigation grants ; Q 16.874 

Total Deposits $1,431,779 $997,607 $900,648 $3,396,285 ($271,653) $1,452,000 ($1,056,874) 


Trust Balance ($100 million floor)* $94,581,987 $95,579,594 $96,480,242 $99,876,527 $99,604,874 $101,056,874 $100,000,000 


2) Fiscal2001 Fiscal 2002 Fiscal2003 Biennium Total 
Total RIGWA Tax (RATC estimates) $3,140,000 $2,904,000 —- $2,809,000 _—‘ $5,713,000 : 
Statutory Allocations 

Reclamation & Development-50% of rest (02458) 635,000 576,000 1,221,500 1,797,500 ; Montana 


Groundwater Assessment Account-direct (02289) 300,000 300,000 366,000 666,000 
Renewable Resources Account-0% (02272) 0 0 0 0 
Orphan Share Account-50% of rest (02472) 635,000 576,000 1,221,500 1,797,500 
Resource Indemnity Trust-50% (09003) 1,570,000 1,452,000 10} 1,452,000 


Total Allocations $3, 140,000 $2,904,000 $2,809,000 $5,713,000 
© Fiscal2001 Fiscal 2002 Fiscal Biennium Total 


RIT Interest Earnings (RATC estimates) $7,467,000 $7,582,000 $7,609,000 $15,191,000 
Priority Statutory Allocations of Interest 

Environmental Contingency Account (02107)** 0 ) (175,000) 
Oil & Gas Prod. Damage Mitigation Account (02010)*** 0 (50,000) (50,000) 
Water Storage Account (02216) 0 (500,000) (500,000) 
Groundwater Assessment Account-direct (02289) (300,000) (300,000) , (600,000) 
MSU-Northern Statutory Appropriation (02272) (240,000) (240,000) (480,000) 
Fish, Wildlife, and Parks -- Future Fisheries 0 (500,000) (1,000,000) 
Renewable Resource Grant & Loan Program (02272) (2,000,000) (2,000,000) (4,000,000) 
Reclamation & Development Grants (grants) (02458) (1.500.000) (41,500,000) (3.000.000) 

Total Allocations ($4,040,000) ($5,265,000) ($4,540,000) ($9,805,000) 





Amount Available for Further Distribution $3,427,000 $2,317,000 $3,069,000 $5,386,000 


SSS 
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Figure 31 (Continued) 
Related Expenditure Accounts Renewable Reclamation& Hazardous Environmental Groundwater Water Orphan 
(2003 biennium totals) Resource Development Waste/CERCLA Quality Protect. Assessment Storage Share 
(02272) (02458) (02070) (02162) (02289)**** (02216) (02472) 
Further Distribution % of RIT Interest 30% 35% 26% 9% 0% 0% 0% 


Beginning Fiscal 2001 Fund Balance (SABHRS) $3,089,373 $3,299,722 $1,003, 164 $692,078 $255,033 $618,532 $3,162,681 
Continuing appropriations (3,219,636) (3,061,668) (3,676) 0 0 (167,866) (500,000) 
Credit for Unfinished Projects 900,000 
Reserved for long-term assets (outstanding loans) (459,773) (1,478,814) 

Reserved for long-term advances 

Fiscal 2001 appropriations (1,453,924) (1,704,881) (866, 148) (841,735) (656,000) (539,308) 

Fiscal 2001 adjustments -- Revenue Error Adjustments (750,862) (1,744,963) (308, 146) (100,677) 0 (918,932) 

Fiscal 2001 revenues (RATC, agency estimates) 3,668,363 3,824,800 925,020 884,100 600,000 1,282,425 
Available Fund Balance Beginning FY2002 $873,542 $1,513,011 $750,214 $633,766 $199,033 $2,486,867 


Revenues (RATC, agency estimates) 
RIT Interest-direct $4,480,000 $3,000,000 $600,000 
RIT Interest-further allocation by above % 1,615,800 1,885,100 1,400,360 484,740 
RIGWAT Proceeds 1,797,500 666,000 1,797,500 
Metal Mines Tax (7%, 8.5%) 1,117,480 1,356,940 
Leg. Changes 02458 -- HB572, 02458 -- HB 572, SB 322, SB 484 (200,000) (1,017,250) 
Sweep of Excess Coal Tax & Interest (from 04011) 120,000 
STIP/Other Interest 160,000 22,000 10,000 92,000 
Cost Recoveries 480,000 
Administrative Fees 26,000 9,000 
State-owned Project Revenue 225,400 
Total Revenues $6,401,800 $7,600,080 $1,468,360 $986,740 $1,266,000 $744,400 $2,229,190 


Executive Appropriations 

House Bills 6 and 7 Grants $4,000,000 $4,700,741 

House Bill 6-Emergency/Private Grants 225,000 

MSU-Northern (statutorily appropriated) 480,000 

UM-Bureau of Mines $1,266,000 

DNRC-Conservation and Resource Devel. Division 682,647 1,264,205 

DNRC-Water Resources Division 500,000 

DEQ-Planning, Prevention & Assistance $319,593 

DEQ-Enforcement 10,551 9,655 

DEQ-Remediation 500,275 1,744,839 3,552,003 

DEQ-Permitting & Compliance 2,968,285 1,056,094 

Governor's Office-Fiathead Basin Commission 99,020 

Judiciary-W ater Court 1,348,650 

Library Commission-NRIS 379,056 335,467 

House Bill 13 12,615 90,686 42,613 38,707 : = : 
Total Appropriations $7,226,988 $9,369,935 $1,918,575 $1,793,201 $1,266,000 $500,000 $3,552,003 


Projected 2003 Biennium Ending Balance 


“ Does not include unrealized investment gains or losses 
** The governor must report on the expenditures from the environmental contingency account in the executive budget. Expenditures are statutorily appropriated. 


*** Amounts are deposited to the oil & gas production damage mitigation account to bring the balance up to $200,000 (82-11-161,MCA). All money in the account is statutorily appropriated. 


**#* Amounts are deposited to the groundwater assessment account to bring the balance up to $666,000. Any excess goes to the RIT trust (85-2-905, MCA). 





FUND BALANCES 


Of the seven funds that derive income from the RIT, three are projected to have negative ending fund 
balances and four are projected to have positive ending fund balances. The water storage fund is 
projected to have a negative $666,627 balance. An incorrect estimate of the amount of cost recovery in 
the environmental quality protection fund will bring the estimated ending balance in that fund to a 
negative $172,695 at the end of the 2003 biennium. 


LEGISLATIVE CHANGES - RIT 


Based on the Revenue and Taxation Committee estimates, the trust should exceed the $100 million 
threshold during fiscal 2002. When this occurs, the RIT will no longer receive any revenue. Because of 
newly enacted legislation, several changes in the distribution of resource indemnity and groundwater 
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assessment taxes (RIGWA) and oil and gas taxes will occur. In previous biennia, these taxes were 
combined and distributed according to 15-38-106, MCA. The following are descriptions of the main 
changes that occur after the trust is certified to be $100 million: 


e HB 572 clarifies the distribution of oil and natural gas production taxes by creating a coal bed 
methane protection account. In addition, the bill creates a coal bed methane protection program 
to compensate landowners and water rights holders for damage caused by the development of 
coal bed methane. As a result of this bill, oil and gas taxes (15-36-324, MCA) will no longer be 
distributed in the same manner as RIGWA taxes (15-38-106, MCA). Instead, HB 572 requires 
that $400,000 be allocated to the coal bed methane protection fund each fiscal year. After that, 
remaining oil and gas taxes allocated for RIT purposes will be split equally with 50 percent going 
to the reclamation and development account and 50 percent going to the orphan share account. 

e SB 322 creates a natural resource workers’ education program that provides tuition 
scholarships for natural resource workers unemployed due to a closure or a permanent 
reduction in force. The scholarships will provide education or re-training for a maximum of two 
years. Like distributions in previous biennia, a portion of RIGWA tax is allocated to the 
groundwater assessment account ($366,000 in fiscal 2003). The bill then incorporates a 
distribution of 50 percent of the remaining RIGWA tax to the reclamation and development 
account. Next, a distribution of up to $150,000 is made to the natural resource workers tuition 
scholarship account. Finally, all remaining RIGWA proceeds are deposited to the orphan share 
account. In past biennia, RIGWA taxes were combined with oil and gas taxes and distributed 
under 15-38-106, MCA. This bill also modifies that statute to clarify that these are exclusively 
RIGWA tax distributions. 

e In past biennia, the orphan share account received an 8.5 percent distribution from the 
metalliferous mines license tax and the reclamation and development account received a 7 
percent distribution. SB 484 creates a hard rock mining reclamation debt service fund and 
authorizes the Board of Examiners to issue general obligation bonds of up to $8.0 million for the 
purpose of hard rock mine reclamation. The bill funds the account with 8.5 percent of the 
metalliferous mines license tax by re-directing the portion that went into the orphan share 
account. The 7 percent distribution remains the same. This bill is effective July 1, 2002. 

e Upon certification that the trust has reached $100 million, any excess money in the trust has 
been appropriated by the legislature. In order of priority, the legislature appropriated: 1) $0.5 
million for weed control in SB 326; 2) $0.54 million to the Department of Environmental Quality 
to purchase a zero coupon bond for water treatment at the former Zortman and Landusky 
mines; 3) $120,000 for the Clark Fork River Basin study; and 4) any remaining cash left in the 
fund allocated two-thirds for conservation grants and one-third to irrigation grants in the 
Department of Natural Resources and Conservation, all in HB 2. 


Figure 32 shows the flow of RIGWA and oil and gas taxes as they related to the RIT after the trust 
reaches $100 million in fiscal 2003. 
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Figure 32 
Flow of RIGWA and Oil & Gas Tax Proceeds Fiscal 2003 
(after the RIT reaches $100 Million) 
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After legislative action, the reclamation and development fund is projected to end the 2003 biennium 
with a negative $256,844 balance. The primary reasons for the negative ending balance are: 1) the 
legislature approved funding from the account for an FTE to serve as a central contact person for 
developing regional water systems of the state; 2) the legislature approved a funding switch reducing 
general fund expenditures in the Conservation and Resource Development Division and replacing them 
with funding from the reclamation and development fund; and 3) $200,000 that would have otherwise 
gone into reclamation and development has been directed to the coal bed methane account, 
established through HB 572. 


In contrast, the orphan share fund is projected to have a positive ending fund balance of $1.2 million. 
Even though the orphan share fund is projected to have a positive ending fund balance, legislative 
changes will affect revenue going into the fund. Similar to the reclamation and development fund, 
orphan share will not have $200,000 that will be re-directed into the coal bed methane account 
established through HB 572. SB 322 creates a natural resource workers' education fund using up to 
$150,000 each fiscal year that would have gone into the orphan share fund. Finally, the orphan share 
fund no longer receives an 8.5 percent distribution from the metalliferous mines license tax. Instead, 
that money has been re-directed into a hard-rock debt service fund established in SB 484. Through 
these changes, it is estimated that the orphan share fund will receive $1.1 million less in revenue in the 
2003 biennium. For a further discussion of the RIT, see Volume 3 of the Fiscal Report beginning on 
page C-102. 
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COMBINED COAL TAX ACCOUNT 


The 1995 legislature passed Senate Bill 83 that, among other things, combined five allocations of the 
coal severance tax (totaling 8.36 percent) into one 8.36 percent allocation, eliminating the five separate 
accounts. The revenue from this allocation is deposited into one account from which the legislature 
provides appropriations for the five uses. Consequently, each of the five uses may receive more or 
less money than the prior statutory allocations. Figure 33 shows these uses and the amounts 
appropriated by the legislature for each. By statute, any unreserved fund balance in the account at 
fiscal year end is transferred to the general fund. Based on legislative estimates contained in HJR 2, 
this amount will total $40,279 for the 2003 biennium. The appropriated uses are discussed in more 
detail in the relevant agency discussion in the agency section in Volumes 3 and 4. 


Figure 33 
Combined Coal Tax Account 
2003 Biennium 


20. ive Biennial 
Fiscal 2002 Fiscal 2003 Total 


Revenue Estimates 
8.36% of Coal Severance Tax $2,831,000 $2,827,000 $5,658,000 


|Uses Legislative Appropriations 
Growth Through Agriculture (Agriculture) $386,476 $386,473 $772,949 
Local impacts-Coal Bd. (Commerce) 1,201,084 1,262,978 2,464,062 
County land planning (Commerce) 198,693 198,693 397,386 
Conservation districts (DNRC) * 15435 657,435 1,414,870 
Library services (State Library) 284,227 284,227 568,454 


Total appropriations $2,827,915 $2,789,806 17.721 
Minimum transfer to the general fund $37,194 $40,279 


* $100,000 is a biennial appropriation 
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STRUCTURAL BALANCE 


GENERAL FUND 


Structural balance refers to the matching of ongoing expenditures with ongoing revenues. If revenues 
equal or exceed expenditures, structural balance is achieved. If expenditures exceed revenues, 
structural imbalance occurs. General fund expenditures chronically exceeded ongoing revenues for 
several. biennia in the 1980s and early 1990s (see Figure 1). In order to keep the account solvent, the 
legislature approved numerous one-time transfers from other accounts into the general fund. They also 
enacted several temporary revenue increases throughout that time. 


In the early 1990s, the legislature began to make progress toward addressing the problem of continuing 
structural imbalance in the general fund. In setting revenue and expenditure targets, the 1993 House 
adopted language prohibiting use of "one-time revenue...for any purpose other than creating an ending 
fund balance" and "temporary solutions to the state's chronic fiscal woes." This effort continued into 
future sessions, and final legislative actions taken during the 1993 and subsequent sessions have 
reflected these objectives. However, supplemental appropriations have sometimes contributed to a 
small negative cash flow. 


On the expenditure side, legislators have faced the ever-present difficulty of holding down budget 
growth when confronted with double-digit percentage growth in corrections costs, increased human 
services demands, rising funding requirements in education, and a larger debt service obligation. In the 
1993 and subsequent sessions, the legislature enacted measures to contain costs in programs growing 
faster than revenues, such as Medicaid and foster care. These measures were designed to slow 
expenditure growth, and to help the legislature reach structural balance in the general fund in future 
biennia. 


The effort to minimize use of one-time revenues and to enact measures through which to permanently 
control expenditure growth has begun to show success in recent biennia. However, the tight budget 
constraints that faced the 2001 legislature and the availability of a high beginning fund balance resulted 
in non-attainment of a structurally balanced budget for the 2003 biennium. Figure 1 shows that the 
appropriations approved for the 2003 biennium will exceed revenues during the 2003 biennium by 
$56.9 million. This results in a significant imbalance, and general fund revenues would have to grow by 
2 percent for the 2005 biennium just to fund the existing level of expenditures for the 2003 biennium, 
and before any provision for present law or new proposal increases. Since the general fund increases 
only an average of 2 to 3 percent per year and an even more modest growth is projected for the next 
biennium, the outlook for adequate revenues to support even a present law budget in the 2005 
Biennium is diminished. This is especially true when comparing to the double-digit growth in general 
fund appropriations for the 2003 biennium." 


" It should be noted that the approved budget includes both revenue and expenditure components designated as one-time- 
only. One-time components occur every session, and for the purpose of this analysis, the one-time budget items are 
considered to be offsetting when comparing biennium to biennium. 
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Figure 1 
Revenue and Disbursement History 
General Fund & School Equalization Accounts 


In Millions 


Fiscal General Fund Surplus / School Equalization Surplus/  GF/SEA  GF/SEA  Surplus/ Biennium 
Year Revenue _ Disburse. Deficit Revenue Disburse. Deficit Revenue _ Disburse. Deficit  Surplus/Deficit 


84  $330.305  $357.387 . $242,384 $261,753 ($19.69) $572.689 $619.140  ($46.451) 
85 364.522 380.359 281.275 271.016 10.259 645.797 651.375 (5.578) —($52.029) 
86 349.541 366.815 252.899 282.166 (29.267) 602.440 648.981 (46.541) 
87 346.690 391.325 263.052 283.428 ~=—«- (20.376) 609.742 «674.753 (65.011) (111.552) 
88 391.152 370.853 276.216 * 281.886 (5.670) 667.368 652.739 14.629 
89 411.729 388.270 275.589 * 279.536 (3.947) 687.318 667.806 19.512 34.141 
90 447.962 432.323 282.389 287.393 ~—s- (5.004) 730.351 719.716  —«- 10.635 
91 420.257 457.612 (37.355) 385.031 391.500 (6.469) 805.288 849.112 (43.824) (33.189) 
92 487.036 523.072 (36.036) 393.591 398.059 (4.468) 880.627 921.131 (40.504) 
93 539.955 523.553 16402 412903 405.067 7.836 952.858 928.620 24.238 —« (16.265) 
94 480.021 497.921 (17.900) 411.834 406.388 5.446 891.855 904.309 — (12.454) 
95 646.149 535.461 110.688 289.199 * 409.822 (120.623) 935.348 945.283 = (9.935) +—- (22.389) 
96 963.193 984.997 (21.804) 963.193 984.997 (21.804) 
97 986.570 997.835 —-(11.265) 986.570 997.835 (11.265) (33.069) 
98 1,034.382 1,020.591 13.791 1,034.382 1,020591 13.791 
99 1,068.111 1,043.418 24.693 1,068.111 1,043.418 24.693 38.484 
00 1,163.641 1,105.598 58.043 1,163.641 1,105.598 58.043 
01 1,213,719 1,279.554 (65.835) Legislative Budget 1,213,719 1,279.554 (65.835) —(7.792) 
02 1,405.529 1,477.257 (71.728) Legislative Budget 1,405.529 1,477.257 (71.728) 
03  1,347.037 1,332.214 14.823 Legislative Budget 1,347,037 1,332.214 14.823 (56.905) 


A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
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* Excludes education trust & general fund transfers. 
Note: The 1995 Legislature de-earmarked school equilization revenue to the general fund. 


General Fund Structural Balance 
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Achieving structural balance is further exacerbated by delayed implementation of expenditure increases 
and revenue reductions in the current (2003 biennium) budget. In many cases, expenditure increases 
do not occur at the beginning of the biennium, but are phased in over the biennium. This results in a 
cost reduction for the current biennium, but an increased cost in order to fund that same level of 
program service in the following biennium. As an example, the state employee pay plan increases are 
phased in over the biennium, and the cost to fully fund the pay plan in the next biennium will result in a 
budget increase of $21.4 million. Other phased in expenditures include university system per student 
support, provider rate increases, and residential alcohol treatment. (The phased implementation of 
BASE aid increases for K-12 education are not included because the increase will be nearly fully offset 
by projected enrollment declines.) The total increased costs for these items alone in the 2005 biennium 
will be over $33 million. 


In addition, there were five revenue bills passed in the 2001 session that have a phased-in reduction 
impact on state revenues, which will reduce revenues in the 2005 biennium by nearly $20 million. 


The combined additional cost of the major phased-in appropriations and revenue reductions is over $50 
million additional in the 2005 biennium just to maintain the current level of expenditures. This is in 
addition to the over $50 million structural imbalance due to excess ongoing expenditures over 
revenues. The adoption of a structurally imbalanced budget for the 2003 biennium may result in a 
significant budget challenge for the 2003 legislature. Note that the above items may be partially offset 
by changes in statutory appropriations for local distributions. 


HIGHWAYS SPECIAL REVENUE ACCOUNT 


Figure 2 summarizes the projections of working capital for the highways special revenue account. This 
account funds the Department of Transportation highway construction and maintenance activities, 
highway safety enforcement activities in the Department of Justice, state park road maintenance 
functions in state parks, and capital projects related to highways infrastructure. The highways special 
revenue account is chronically structurally imbalanced, and the level of revenue growth cannot sustain 
the level of expenditure growth needed to support the services provided. The projections show the 
account is anticipated to be expended at a higher level than expected revenues for the 2003 biennium 
(expenditures will exceed revenues by $12.1 million), and the account is projected to go negative in 
fiscal 2002. A detailed working capital analysis for the highways special revenue account is provided in 
the Department of Transportation agency discussion in Volume 3, page A-63. 


Figure 2 
Highways State Special Revenue Account 
Projected Working Capital Analysis 
Fiscal 2000 - 2005 
In Millions 


Actual 
Component Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 2004 Fiscal 2005 


Beginning Working Capital Balance $49.0 $23.5 $5.6 ($3.7) ($6.4) ($78.4) 
Revenues 219.1 215.4 215.1 217.6 220.2 222.9 

Available Working Capital 268.1 238.9 220.7 213.9 213.8 144.5 
Authorized Expenditures 235.9 233:3 : A PAE EP 2202 
Adjustments and Impacts of Legislation (2001 Legislature) (8.7) 0.0 0.6 L (0.4) (1.1) 
Ending Working Capital Balance $23.5 $5.6 $3.7 ($7.8) ($83.8) 
Variance - Revenues less Expenditures (16.8) (17.9) : ; (1.4) (5.4) 
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Although the anticipated imbalance declines in the 2005 biennium and beyond due to retirement of a 
large debt service payment, the account continues to be structurally imbalanced, and there are 
insufficient current revenues to remain solvent beyond the current biennium. Clearly, if a full match of 
available federal funds is to be achieved to provide for a fully funded highways program, a revenue 
increase will be needed. Another bond issue is an option to defer the need for a revenue 
enhancement, but would only delay and increase the ultimate cost of a revenue increase. The account 
is the victim of funding by a relatively inelastic revenue base — motor vehicle fuel taxes. Construction, 
maintenance, and operating expenditures increase with general inflation whereas the tax on motor fuels 
is a fixed percentage per gallon. Tax revenues increase only if the number of gallons sold increases 
and not relative to the price of gas. As such, there is no link between expenditure inflation and 
revenues. In the long term, revenues cannot sustain the escalating costs of the highway program. 
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BUDGET BASICS 


PURPOSE 

This section provides an overview of the basic budget concepts, definitions of budget terms, and 
background and reference information pertinent to the 2003 biennium budget and legislative 
appropriations process. 


TYPES OF LEGISLATIVE APPROPRIATIONS 
Article VIII, Section 14, of the Montana Constitution reads: 


“Prohibited Payments: Except for interest on the public debt, no money shall be paid out of the treasury unless upon an 
appropriation made by law and a warrant drawn by the proper officer in pursuance thereof.” 


Appropriation power lies with the legislature. In 17-7-501, MCA, three types of appropriations fall within 
the meanings of “appropriation made by law” as used in Article VIII, Section 14, of the Montana 
Constitution. 


Temporary appropriations — Most activities of state government are funded on a temporary basis, 
usually for two-year periods. Funding, therefore, must be reauthorized by each legislature. The main 
vehicle for the provision of temporary appropriations is HB 2 (the General Appropriations Act). 


Statutory appropriations — Statutory appropriations are made directly in statute, and are automatically 
made until and unless the law is changed. Statutory appropriations are listed in 17-7-502, MCA. 


Budget amendments — Various authorities (most often the Governor) can approve the addition of 
certain funds (primarily federal) during the interim if certain statutorily-defined conditions are met. 
General fund appropriations cannot be added without express legislative approval. 


In limited cases, authorizations to expend funds can also be made through appropriation or under 
general laws and contracts. The great majority of state agency operations are funded through 
temporary appropriations. 


FUND TYPES 


Governmental accounting differs from private enterprise accounting in that funding is segregated and 
defined by the source and use of the funding. There are four main groups of funds in state government 
accounting. 
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Governmental funds consist of the following funds: 


e General fund includes all financial resources except those that must be accounted for in 
another fund. The general fund collects most general taxes levied, including individual and 
corporate income tax, property tax, and investment income. Revenue from a number of other 
taxes is also deposited into the general fund. 

e Special revenue funds consist of two funds. 1) State special revenue is money from state and 
other sources earmarked for the purpose of defraying particular costs of an agency, program, or 
function. The largest state special revenue accounts are the Highways State Special Revenue 
Account (HSSRA), which collects various fuel taxes and is used to support highway-related 
functions, and the general license account, which collects various hunting and fishing fees and 
is used to support functions in the Department of Fish, Wildlife, and Parks. 2) Federal special 
revenue is revenue from federal sources. Most state agencies receive some federal funds. The 
two major sources of federal funds are used to support highway-related functions and human 
services programs such as Medicaid. 

e Debt service funds are used to account for the accumulation of resources for the payment of 
general long-term obligations, including principal and interest. Debt service funds are statutorily 
appropriated. 

e Capital projects funds are financial resources used for the acquisition or construction of major 
fixed assets. These funds are appropriated through bills that fund capital projects. 


Proprietary funds are used for operations that provide goods or services to the public on a user-charge 
basis (enterprise funds), or to other agencies or programs of state government (internal service funds). 


Fiduciary funds provide for those assets held by state government in a trustee capacity, or as an 
agency for individuals, private organizations, other governmental entities, or other funds. 


University funds are used to support the university system and are classified according to the College 
and University Business Association (CUBA) structure. The legislature appropriates a portion of the 
funds used to support the university system as governmental funds, which are then reclassified as 
university system funds. 


With the exception of a small portion of proprietary funds, the legislature does not directly appropriate 
proprietary, fiduciary, or university funds. The legislature directly appropriates most governmental 
funds. Debt service funds are usually statutorily appropriated. Capital projects funds are appropriated 
in the bills that fund the capital projects. The great majority of general fund monies and special revenue 
funds are appropriated through temporary appropriations bills. 


HB 2 


The temporary spending bill through which over 83 percent of general fund monies and special revenue 
funds are appropriated is HB 2, the General Appropriations Act. The fiscal report on individual 
agencies contained in Volumes 3 and 4 of this report concentrates on the appropriations made in HB 2. 


Statute requires that the legislature establish fees and charges for all internal services functions. 
Statute further restricts programs from increasing those fees and charges during the biennium. While 
only a small portion of proprietary funds are appropriated in HB 2, all rates approved by the legislature 
are listed in that bill. 
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Figure 1 shows all internal services rates reviewed and approved by the legislature. The 2001 

legislature approved conversion of the funding for 3 additional programs in the 2003 biennium that had. 
been funded through HB 2 appropriation: 1) the Personnel Unit; and 2) Statewide Accounting, 

Budgeting, and Human Resource Systems (SABHRS) vendor maintenance, both in the Department of 
Administration; and 3) the cook/chill function in the Department of Corrections. (The legislature also 
changed funding for the Advanced Driver Education Program in the Office of Public Instruction from 


state special revenue to a non-appropriated enterprise account. 


While the legislature reviews enterprise funds, it 
does not approve rates.) In addition, the legislature 
switched funding for Records Management and 
Administrative Rules from internal service to 
enterprise funds in the Office of the Secretary of 
State. The Customer Service Center in the 
Department of Revenue was changed from internal 
service to an appropriated fund for most functions. 


BUDGET TERMS 


Budgets must, by statute, be submitted in three tiers 
to allow legislative scrutiny of all stages of budget 
development: 


The base - defined as the resources for the operation 
of state government, and used to cover current 
biennium expenses of an ongoing and _ non- 
extraordinary nature. The base and how it is derived 
are discussed in more detail in the “Base Budget” 
portion of this narrative. 


Present law - defined as that additional level of 
funding needed to maintain operations and services 
at the level authorized by the previous legislature. 
Present law includes but is not limited to legally- 


mandated workload, caseload, or _ enrollment 
changes; changes. in funding requirements; 
inflationary or deflationary adjustments; and 


elimination of one-time appropriations. 


New proposals - defined as requests to provide new 
non-mandated services, to change program services, 
to eliminate existing services, or to change sources of 
funding. 


Changes to the budget are made individually through 


Figure 1 
Internal Services Functions 
2003 Biennium 


Agency/Program or Function 


Transportation 
Motor Pool 
Equipment 
Revenue 
Customer Service Center - Accounts Receivable 
Administration 
Accounting/Management Support 
Procurement and Printing 
Information Services, including SABHRS Operations 
General Services 
Central Mail 
Local Government Services 
Professional Development Center 
Payroll 
Personnel Unit 
State Employee Benefits 
Risk Management/Tort Defense 
Fish, Wildlife, and Parks 
Administration and Finance 
Capitol Grounds Maintenance 
Aircraft and Vehicle Usage 
Duplicating and Bindery 
Environmental Quality 
Central Management 
Natural Resources and Conservation 
Air Operations 
Commerce 
Board of Investments 
Director/Management Services 
Justice 
Agency Legal Services 
Corrections 
Corrections Enterprises 
Cook/Chill 
Labor and Industry 
Central Services Division 
Professional and Occupational Licensing 
Office of Public Instruction 
Centralized Services 
Montana University System 
MUS Group Insurance 





decision packages, which must be approved by the legislature. Decision packages can either change 
present law or add new proposals approved for funding. 
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BASE BUDGET 


The legislature used actual fiscal 2000 expenditures as recorded on the Statewide Accounting, 
Budgeting and Human Resource System (SABHRS) as the base for determining a present law budget 
for the 2003 biennium. Certain items were then excluded in order to create a base that reflects only: 1) 
the cost of ongoing programs or functions approved by the last legislature; and 2) expenditures 
authorized by the legislature. The Office of Budget and Program Planning (OBPP) and LFD staff 
initially reached agreement on virtually all expenditures removed from the base. 


Following is an explanation of each type of expenditure category excluded from the base: 


Appropriation Transfers 

Section 17-7-301, MCA, allows the Governor to authorize the transfer of funds appropriated for the 
second year of the biennium to the first year, if the Governor finds that “due to an unforeseen or an 
unanticipated emergency” the amount appropriated for the first year of the biennium “will be insufficient 
for the operation and maintenance of the department.” Since such transfers do not result from 
legislative action and may be used for meeting one-time costs, these transfers are excluded from the 
base. However, if the transfer funds an ongoing cost, present law budgets for the next biennium are 
adjusted accordingly. 


Budget Amendments 

Budget amendments provide temporary authority allowing agencies to spend unanticipated non-general 
fund revenue received after the legislature has adjourned. This revenue can to be used to provide 
additional services. In accordance with 17-7-402, MCA, budget amendment authority terminates at the 
end of each biennium and can make no “ascertainable present or future significant commitment for 
increased general fund support.” Expenditures financed through budget amendments are excluded 
from the base. If an agency wishes to continue an activity financed with a budget amendment in the 
following biennium, the request must be presented as a new proposal. 


One-Time Appropriations 

In general, miscellaneous or “cat and dog” appropriations (appropriations made in bills other than the 
general appropriations act) are considered “one-time” and not continued in the base. The legislature 
may specify in appropriation acts that an appropriation is not intended to be ongoing and may not be 
included in the base. 


Language Appropriations 

In appropriation acts, the legislature may authorize expenditure of funds from a specific source without 
providing a specific dollar appropriation. Language appropriations are generally used when an agency 
knows that it will be receiving federal or state special revenue funds (that it is required by statute to 
spend) but is uncertain as to the amount of those funds. In order to be sanctioned by law as an 
appropriation, the language must, at least, fix a maximum amount that the appropriations may not 
exceed. Assuming that ongoing expenditures from these sources are one-time only in HE the 
expenditures are excluded from the base. 


Non-Budgeted Expenditures 

Generally Accepted Accounting Principles (GAAP) require agencies to make accounting entries for 
depreciation, amortization, and other financial transactions that appear as expenditures, but don’t result 
in the actual expenditure of funds from the state treasury. 
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Statutory Appropriations 

Section 17-7-501, MCA, provides that funds may be appropriated in permanent law rather than through 
appropriation bills, which are effective for one biennium only. In order for a statutory appropriation to be 
valid, the statute creating the appropriation must specifically state that it is a statutory appropriation. 
The statute must then be listed in Section 17-7-502, MCA. Examples of statutory appropriations 
include personal property reimbursements. made to local governments and schools and motor fuel tax 
revenues distributed to counties. In the 2003 biennium, the legislature created a several new statutory 
appropriations, including local government reimbursements contained in HB 124. 


Other Appropriations 
This category includes administrative transfers created by OBPP, continuing appropriations from 
previous years, internal offset adjustments to appropriations, and miscellaneous appropriations. 


ENTITLEMENT AND FORMULA-FUNDED PROGRAMS 


Under current state and federal law, certain programs are “entitlement programs,” which means that if 
an individual meets the underlying criteria for qualification, services must be provided (i.e., the person is 
“entitled” to the service). Projected growth or declines in these programs are funded as part of the 
present law budget, rather than through new proposals. For example, the legislature has established 
statutory levels of state support for each child enrolled in Montana public schools. Similarly, federal 
and state laws require that persons eligible for Medicaid receive specified services or grants. The 
programs treated as entitlement include K-12 BASE aid, Medicaid, and foster care. 


PERSONAL SERVICES “SNAPSHOT” 


The personal services budget is based on a “snapshot” of actual salaries for authorized FTE, as they 
existed in the last pay period of fiscal 2000. The budget also includes annualization of the pay 
increases appropriated in fiscal 2000 and 2001. 


Workers’ Compensation and Unemployment Insurance rates vary from agency to agency. Each 
agency has a different rate based upon experience. 


VACANCY SAVINGS 


Vacancy savings is the difference between the full-appropriated cost and the actual cost of authorized 
employee positions during a budget period. Since 1979, the legislature has periodically applied a 
vacancy savings factor to agency budgets in recognition of the fact that staff turnover and vacancies 
often result in personal services expenditures lower than the amounts appropriated. 


During the 1997 biennium, the legislature included varying vacancy savings rates among selected 
agencies, and among programs within agencies, in order to fund the executive pay plan. A contingency 
fund containing $500,000 general fund and $1,000,000 in other funds was included for this purpose. 


During the 1999 biennium, the legislature applied a uniform 3 percent vacancy savings rate against all 
positions in state government, with the exception of those positions in agencies with fewer than 20 FTE. 
The legislature also assumed that any new positions added via new proposals would not be hired at the 
very beginning of the fiscal year as a result of the need to recruit and to meet other requirements 
demanding the expenditure of time. Operating under the assumption that such positions would not be 
filled for the first three months of the fiscal year, the legislature applied a 25 percent vacancy savings 
rate in the first year. The legislature also provided $2.3 million general fund and $8.8 million in other 
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funds for the biennium in support of a contingency pool for those agencies that could not meet their 
vacancy savings targets. A further discussion of the pay plan is on page 104 of this volume. 


For the 2001 biennium, the legislature adopted a vacancy savings rate of 3 percent on all personal 
services except insurance. This rate was not applied to agencies with fewer than 20 FTE, elected 
officials, or to direct care workers within the Department of Corrections. The legislature funded a 
contingency pool of $700,000 from the general fund and $950,000 in other funding for the biennium. 


For the 2003 biennium, the legislature established a 4 percent vacancy savings rate on all personal 
services, including insurance, for most agencies and programs. As in the 2001 biennium, agencies 
with fewer than 20 FTE (with the exception of the Board of Crime Control, which, due to a 
reorganization, was reduced to fewer than 20.0 FTE during the legislative session) as well as university 
system faculty are exempt. In addition, the legislature adopted lower rates on certain agencies and 
higher rates on other programs. For a full listing of the exceptions to the 4 percent vacancy savings, 
see the “Vacancy Savings” narrative in this volume on page 110. 


The legislature also included a contingency fund of $1.3 million general fund and $3.0 million from other 
funds for the biennium to meet potential costs involved for those executive and judicial agencies that do 
not meet their vacancy savings targets, and a further $200,000 general fund to assist the Legislative 
Branch. 


FIXED CosTS 


Agencies are charged fees (called fixed costs) for a variety of services provided by other state 
agencies. The Executive Budget includes fixed costs for the following services: Department of 
Administration (DofA) insurance and bonds (62104), DofA warrant writing fees (62113), DofA payroll 
service fees (62114), Legislative Auditor audit fees (62122), SABHRS (Statewide Accounting, 
Budgeting, and Human Resources System) operating costs (62148), DofA network fees (62174), 


messenger services (62307), State Motor Pool Figure 2 

leases (62510), DofA rent (62527), capitol Fixed Costs* 

complex grounds maintenance (62770), __ 2003 Biennium (in Millions) _ 

MTPRRIME (Montana Project to Reengineer the oe 

; eneral Government 

Revenue and Information Management Administration Insurance & Bonds $16.714 

Environment, the precursor to SABHRS) debt whe ge Bs Kio 1.677 
: ayroll Service Fees 0.727 

service costs (62875), and the state fund cost Pate Aladrk Steen 18.836 

allocation plan (62895). SABHRS Operating 8.351 

Figure 2 shows the total amounts included for SABHRS Bonds 

: Messenger Services 

fixed costs. Please note that these are total costs, Rent - Buildings 

including those funded with non-budgeted Transportation Motor Pool Leases 

proprietary funds. Legislative Audit Division Audit Fees 


Natural Resources and Commerce 


Fish, Wildlife, & Parks Grounds Maintenance 


For an explanation of each fixed cost and how it is 
calculated, please refer to the “Appropriations by 
Agency and Program” narrative page 4, that 
begins both Volume 3 and Volume 4. *All funds, including non-budgeted proprietary funds. 


Various State Fund Allocation Plan 
Total 
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BUDGET COMPARISON METHODOLOGY 


The legislature has traditionally used budget comparisons as a tool to assess budget performance and 
growth patterns in the state budget. 


A great deal of interest, confusion, and controversy developed in recent years over the size of the state 
budget and methods of comparison. The state budget is complex, and the methods used to compute 
the comparisons can vary considerably. 


In view of the confusion over comparisons, the 1997 legislature passed SB 35, sponsored by the 
Legislative Finance Committee (LFC), which established a statutory methodology (17-7-151, MCA) for 
calculating budget comparisons. 


This section summarizes the major tenets of the statutory budget comparison. This methodology is 
intended for those comparisons that are made before, during, and immediately following legislative 
sessions to measure budget performance and growth. The major tenets of the methodology include: 

1. The measure of budget performance will be total state expenditures of funds (projected) 
obtained from taxes, licenses, and certain fees. This includes federal funds. 

2. The unit of measure for the comparisons will be actual expenditures in the first year plus 

~ appropriations in the second year of the current biennium, compared to appropriations in the 
next biennium. 

3. The comparisons must be fair and balanced. That is, the same attributes are to be included on 
both sides of the comparison, and to be calculated using like methods. 

4. The Legislative Fiscal Analyst and the Governor's Budget Director will work together to reach 
agreement on estimates to be included in the projections. Where there are irreconcilable 
differences, the LFD is to explain them as part of the budget analysis. 

5. Both the Legislative Fiscal Analyst and the executive are required to use the statutory 
methodology for budget comparisons. This is to ensure consistency of application and to avoid 
manipulation of comparisons. 


The methodology includes all appropriations and projected expenditures, as stated in item number 1 
above. Statute lists the types of expenditures that must be included, but specifically excludes certain 
expenditures to eliminate duplicate costs, non-operational costs, transfers, enterprise operations, and 
fiduciary funds. 


The following components (fund and appropriation type) are to be included in budget comparisons: 
e General fund, state special revenue, and federal special revenue 
e Proprietary funds that require an appropriation 
e Cash appropriations for the Long Range Building Program 
e Agency funds — only tax distributions to local governments 
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Certain components are excluded from the comparison for the following reasons: 
e Eliminate double counting 
= Debt service funds 
« Capital project funds (except cash appropriations) 
« Internal service funds (proprietary) 
« Administrative/agency transfer appropriations 
e Eliminate enterprise/corporate components 
» Enterprise funds (proprietary) 
# University funds — unrestricted 
» University funds - other 
e Eliminate fiduciary funds 
» Agency funds (except tax distributions) 
« Expendable trust funds 
« Non-expendable trust funds 
« Pension trust funds 
e Non-budgeted items 
» Non-cash accounting entries 
» Private funds (state special revenue) 


The Legislative Fiscal Division budget comparisons are presented on pages 60 and 61 of this volume, 
and were prepared using the prescribed methodology in 17-7-151, MCA. 
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TRUST FUND BALANCES 


Montana has a number of constitutional and statutory trusts that provide interest income (over $85 
million per year) to fund state government operations. While the legislature in recent years has spent 
the principal of the education trust and slowed the flow of revenue into the coal tax trust, parks 
acquisition trust, and the resource indemnity tax trust, substantial balances remain. 


Figures 3 and 4 show the history of the ten major trusts since fiscal 1973. Forecasted amounts are 
shown for fiscal years 2001, 2002 and 2003, and are based on assumptions adopted by the legislature 
in House Joint Resolution 2 (HJR2). Following the tables is: 1) a summary of action taken by the last 
two legislatures regarding the trust funds; and 2) a description of each trust and the income it 
generates. Also shown are expected interest earnings from each trust in fiscal years 2001, 2002, and 
2003. 


Figure 3 
Cumulative Balances of Trust Funds 


Millions 
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Fiscal 
Year 


A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
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Permanent 
Coal Tax 
Trust Fund 


$0 

0 

0 

0 

0 

6,268,262 
16,940,538 
39,964,765 
75,187,459 
118,336,314 
158,358,806 
202,936,358 
252,420,524 
309,384,250 
339,883,180 
381,180,287 
411,838,993 
446,511,416 
470,322,655 
496,465,569 
511,474,640 
511,754,471 
515,470,287 
530,144,251 
538,223,210 
545,789,038 
555,204,609 
525,869,144 


Fund Balance Forecast 


EaOt 


E02 
F 03 


525,869,000 
488,439,000 
488,439,000 


Treasure State 
Endowment 
Trust Fund 


A 
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20,520,830 
31,793,125 
42,262,548 
52,210,048 
61,800,580 
68,334,808 
81,347,120 


93,528,000 
105,894,000 
118,264,000 


Investment Earnings Forecast 


F 01 


F 02 
F 03 


39,117,000 
36,419,000 
36,329,000 


6,173,000 
7,088,000 
7,952,000 


1999 LEGISLATURE 


Common 
School 
Trust Fund 


$64,223,773 
108,998,870 
113,064,188 
117,849,628 
123,281,528 
129,949,247 
137,716,735 
147,527,943 
163,163,556 
176,467,865 
189,390,417 
201,319,109 
214,764,544 
217,677,906 
227,687,073 
239,553,633 
254,128,428 
268,496,362 
280,326,496 
291,753,603 
300,782,863 
310,735,129 
321,265,835 
331,630,225 
347,298,490 
355,329,490 
365,188,709 
359,661,156 


366,166,000 
405,520,000 
407,812,000 


23,477,000 
26,512,000 
26,945,000 


Education 


Figure 4 
Selected Trust Fund Balances 
Including Projected Investment Earnings 


Resource 
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Trust Funds 


Regional 
Water 
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Trust Fund TrustFund TrustFund TrustFund TrustFund TrustFund Trust Fund 


$0 

0 

0 
2,227,793 
6,039,530 
8,983,763 
12,339,549 
23,905,146 
33,624,170 
44,338,477 
52,665,410 
60,925,268 
70,500,922 
79,761,708 
44,091,429 
33,671,110 
8,651,477 
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$0 
1,141,385 
3,287,456 
5,952,291 
8,232,247 
10,646,851 
12,574,209 
16,204,531 
21,165,464 
28,328,946 
36,181,889 
42,986,128 
47,396,179 
53,039,675 
56,861,627 
61,750,961 
66,665,000 
72,811,618 
77,324,921 
82,489,898 
86,890,369 
89,316,268 
91,614,674 
93,152,864 
94,584,643 
95,582,249 
94,991,658 
98,042,810 


99,613,000 
101,065,000 
100,000,000 


7,467,000 
7,582,000 
7,609,000 


$0 

0 

0 

278,725 
758,308 
1,174,356 
1,475,732 
3,565,371 
5,325,746 
7,480,418 
9,481,542 
11,565,460 
13,859,181 
16,222,131 
16,613,608 
16,581,042 
16,608,706 
17,936,701 
18,882,548 
12,588,366 
12,538,119 
12,538,119 
12,538,119 
12,998,633 
13,483,000 
14,005,728 
14,399,076 
14,834,592 


15,258,000 
15,688,000 
16,117,000 


1,091,000 
1,123,000 
1,152,000 
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7,051,506 
6,863,579 
7,025,290 
7,296,373 
7,518,157 
3,846,000 
3,852,201 
3,852,202 
4,050,384 


4,260,000 
4,473,000 
4,686,000 


301,000 
317,000 
331,000 
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443,184 

824,550 
1,070,972 
1,320,720 
1,688,370 
2,121,973 
2,984,254 
2,534,844 
2,918,875 
2,944,390 
2,902,197 
2,927,953 
2,537,621 
2,471,388 
3,635,000 


4,788,163 
4,817,172 
4,847,062 


335,171 
337,202 
339,294 
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4,433,724 


8,494,000 
12,616,000 
16,739,000 


473,000 
775,000 
1,078,000 
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10,474,000 
23,195,000 
36,158,000 


225,000 
1,044,000 
1,983,000 


Total 
Trust Funds 


$64,223,773 
110,140,255 
116,351,644 
125,908,437 
138,311,613 
157,022,479 
181,046,763 
231,167,756 
298,466,395 
374,952,020 
446,078,064 
519,732,323 
598,941,350 
676,528,854 
685,961,467 
733,808,005 
759,213,324 
807,444,467 
848,978,593 
892,933,196 
921,084,414 
954,408,982 
982,522,803 
1,020,208,875 
1,052,173,344 
1,078,896,907 
1,104,442,450 
1,087 ,440,206 


1,109,482,163 
1,125,896,172 
1,140,165,062 


81,272,028 
83,055,740 
85,266,452 





The Fifty-sixth Legislature in the 1999 session reduced the rate of growth in many of the trusts by 
passing legislation that redirected incoming revenues. The Fifty-sixth Legislature passed legislation 
that reduced the fiscal 2001 ending fund balance for all trusts combined by an estimated $26 million 
when compared with pre-session estimates. The reduction in revenue growth was the greatest for the 
Permanent Coal Tax Trust, the Treasure State Endowment, and the Common School Fund. The 
legislature substantially enhanced the revenue growth into the noxious weed trust and marginally 
increased revenue into the Resource Indemnity Trust. 
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2001 LEGISLATURE 


The Fifty-seventh Legislature in the 2001 session enacted several measures impacting state trust 

funds. 

1. House Bill 444 appropriated to the Department of Justice $990,000 for the 2003 biennium as a loan 
from the coal severance permanent fund. The purpose of the appropriation is to conduct the 
natural resource damage assessment and litigation and to pursue Montana’s remaining natural 
resource damage claims and any appeals against the Atlantic Richfield Company. The resulting 
loss in transfers of trust interest earnings to the general fund is expected to be $17,573 in fiscal 
2002 and $52,718 in fiscal 2003; 

2. House Bill 610, beginning fiscal 2004, reduces the amount of total coal severance tax collections 
deposited in the treasure state endowment fund from 37.5 percent to 25.0 percent and increases 
the amount deposited to the permanent fund from 0 percent to 12.5 percent; 

3. the passage of Senate Bill 495 could potentially change the balance of the common school trust 
due to the sale of its mineral production rights and the diversion of future royalties that would have 
been deposited in the trust. The fiscal note for Senate Bill 495 assumes a purchase price for the 
mineral production rights of $37.43 million; and 

4. because the resource indemnity trust is estimated to reach $100 million in fiscal 2002, any amount 
in excess of $100 million can be used by the legislature. The legislature appropriated all the 
estimated $1.1 million excess in fiscal 2003, thus reducing the trust balance. 


CONSTITUTIONAL TRUSTS 


PERMANENT COAL TAX TRUST 


Article IX, Section 5 of the Montana Constitution requires that at least 50 percent of all coal severance 
tax revenue be deposited in a permanent coal tax trust fund, and that the principal of the trust “shall 
forever remain inviolate unless appropriated by a vote of three-fourths of the members of each house of 
the legislature." By statute, interest earned on this trust that is not earmarked for other programs is 
distributed 100 percent to the general fund. As described below, some of the interest earned on the 
trust is earmarked for other programs. 


The interest earned on the permanent coal tax trust fund is an important general fund revenue source. 
During the period of fiscal 1981 through fiscal 2000, $675.4 million in interest from this trust was 
deposited in the combined general fund/school equalization account (SEA). In fiscal 2000, permanent 
coal tax trust fund interest provided 3.4 percent of total revenue to the general fund. 


Initiative 95, approved by voters in 1982, required that 25 percent of the revenue deposited in the 
permanent coal tax trust after June 30, 1983, be placed in the in-state investment trust fund for 
investment in the Montana economy "with special emphasis on investments in new or expanding locally 
owned enterprises." The 1991 legislature: 1) eliminated separate accounting for the in-state 
investment trust; and 2) instructed the Board of Investments to "endeavor to invest up to 25 percent of 
the permanent coal tax trust fund" in the Montana economy. 


The 1989 and 1991 legislatures gave authority to the Montana Science and Technology Alliance 
(MSTA) for the use of $12.5 million from the in-state investment fund for investment in new and 
expanding technology-based Montana businesses and for research and development project loans. 
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The 1993 legislature authorized MSTA to invest an additional $11.0 million from the in-state investment 
program. 


The payback of principal from MSTA loans returns to the trust. Before July 1, 1993, the interest from 
MSTA loans was distributed in the same manner as other interest earned on the permanent coal tax 
trust fund. House Bill 394, enacted by the 1993 legislature, created a special revenue account into 
which all interest earned from MSTA loans is deposited and from which MSTA expenses will be paid, 
with the balance returning to the trust. 


The 1991 legislature also appropriated $3.25 million from the permanent coal tax trust fund for the 
Microbusiness Development Act. These funds provided capital to microbusiness development 
corporations that provide loans and technical assistance to qualified small businesses. Interest 
earnings and loan repayments were retained by the program to finance administrative costs and future 
loans. 


During the January 1992 special session, the legislature authorized the creation of a school bond 
contingency loan fund within the permanent coal tax trust fund. The contingency fund provided up to 
$25.0 million in loan guarantees for school district bonds certified by the Department of Administration 
as meeting certification standards, but for which subsequent litigation prevents collection of property 
taxes levied for debt service. School districts are required to repay any guarantee funds used. Interest 
on the contingency fund is distributed in the same manner as all other interest earned on the 
permanent coal tax trust fund. This legislation expired on January 1, 1993. House Bill 667, passed 
during the 1993 legislative session, provides Guaranteed Tax Base (GTB) aid to certain schools with 
bonds outstanding or bond issues contemplated. The source of funding for GTB aid was the school 
equalization account (SEA). The contingency fund will continue to exist until calendar 2012 when the 
bonds will be retired. 


In the June 1992 election, voters approved a referendum to create the treasure state endowment fund 
(TSEF) within the permanent coal tax trust fund. The fund received a $10.0 million grant from the trust 
principal in fiscal 1994 and will receive half the funds deposited in the trust during fiscal 1995 through 
fiscal 2013. Interest earned on the TSEF is used to finance local infrastructure projects, as prioritized 
by the Departments of Commerce and Natural Resources and Conservation and authorized by the 
legislature. 


During the November 1993 special session, the legislature authorized SB 4 that required the cash 
balance in the coal tax bond fund as of July 1, 1993 be deposited in the permanent coal tax trust fund. 
The total amount transferred was $31.1 million. SB 4 also changed the distribution mechanism by 
requiring the 50 percent coal severance tax revenue allocation be deposited in the TSEF and the 
permanent coal tax trust fund on an equal basis. Prior to SB 4, coal severance tax revenue earned on 
production taking place beginning July 1, 1993, was to have been deposited in TSEF. In the following 
fiscal year, one-half of the previous year's inflow was to have been deposited in the permanent coal tax 
trust fund, and the TSEF was to retain the rest. Without SB 4, the permanent coal tax trust fund would 
not have received any coal severance tax revenue during fiscal 1994. 


The 1993 legislature passed HB 401, which authorized a loan to the Department of Environmental 
Quality (DEQ), (formerly the Department of Health and Environmental Sciences) from the permanent 
coal tax trust fund for technical, litigation, and administrative expenses associated with the natural 
resource damage litigation suit against the Atlantic Richfield Company in the Clark Fork River Basin. 
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The amount of the loan was $2.6 million for the 1995 biennium and $5.2 million to repay principal and 
interest to the general fund for litigation costs incurred in the 1993 biennium. As of December 1994, 
$6.3 million had been withdrawn from the permanent coal tax trust to pay for litigation expenses. Since 
then, the case has been settled and money returned to the permanent trust (see the write-up of HB 110 
enacted by the 1997 legislature). 


1995 Legislative Action 

HB 305 authorized a loan to the Department of Justice from the permanent coal tax trust for the 
purpose of conducting the litigation and natural resource claims against the Atlantic Richfield Company 
in the Clark Fork River Basin. The amount of the loan was $2.4 million for the 1997 biennium. The bill 
also extended loans made for the same purpose during the 1995 biennium. As of May 1998, $9.8 
million had been withdrawn from the permanent coal tax trust to pay litigation expenses. 


HB 354 expanded appropriations for the Microbusiness Financing Act, which provides loans to 
businesses employing less than ten employees and generating less than $500,000 in gross revenue 
annually. The expansion of this program doubled the previous appropriation to $3.25 million of 
investable coal tax trust funds made available to the Microbusiness Finance Program in the Department 
of Commerce. Beginning July 1, 1995, HB 354 also increased maximum loan amounts per individual 
loan from $20,000 to $35,000. The program provides financing for working capital assets and fixed 
asset acquisition with more flexible repayment terms than those offered by commercial institutions. 
Payback of interest and principal of the loan amounts are used for administrative purposes and for 
financing new microbusiness loans. 


SB 38 authorized the Job Investment Act under which the Department of Commerce may loan a portion 
of the permanent coal tax trust to businesses to create and retain jobs in Montana. A loan to a qualified 
business may not exceed $500,000, and the department is to report annually to the Revenue and 
Taxation Committee. The legislation also reduced the amount of permanent coal tax trust funds that 
the Board of Investments allows the Montana Board of Science and Technology Development to invest 
in seed capital loans and mezzanine: loans from $15.5 million to $12.5 million. The bill also increased 
the amount of permanent coal tax trust funds available for research and development projects from 
$8.1 million to $11.1 million. In the past, these funds were used primarily as loans to the University 
System. Under SB 38, these funds were granted to the University System for research and 
development projects. As of October 1, 1998, $25.7 million had been loaned or granted to Montana 
businesses and the university system. 


SB 83 abolished the distribution of coal trust interest to the SEA. Under previous law, 15 percent of 
coal trust interest earnings were deposited in the SEA and 85 percent in the general fund. As a result 
of SB 83, 100 percent of coal trust interest earnings are deposited in the general fund in fiscal 1996 and 
beyond. 


1997 Legislative Action 

HB 110 appropriated to the Department of Justice $2.5 million in state special revenue to be used for 
continuing litigation expenses associated with the Atlantic Richfield case. The appropriation was for 
expenses incurred during the 1999 biennium, and, upon settlement of the case, the amount used plus 
interest was to be returned to the general fund. The case was settled in June of 1998 for $215 million. 
On June 24, 1998, $15 million was deposited into the Short-Term Investment Pool (STIP) for payment 
to the permanent trust and the general fund. In October 1998, $12.2 million was-transferred to the 
permanent trust, including $9.8 million in principal and $2.4 million in interest. In November 1998, $1.9 
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million was transferred to the general fund. This transfer was made up of principal ($1.4 million) and 
interest ($0.5 million) and constituted repayment of general fund loans going back to fiscal 1983 when 
the case began. 


The legislature amended the allocation of coal severance taxes under 15-35-108, MCA. In HB 14, the 
1997 legislature authorized the issuance of general obligation bonds to fund the purchase of Virginia 
City and Nevada City properties. In HB 5, the legislature allocated 1.3 percent of coal severance tax 
revenue to pay the debt service on the bonds, which have a term of ten years. Coal tax revenue will be 
distributed to the Long-Range Building Program (LRBP) debt service account for fiscal 1998 through 
2007. This allocation diverts coal severance tax revenue that would otherwise be deposited in the 
general fund. Based on revenue estimates in HJR 2, this change in allocation resulted in a loss to the 
general fund of $0.5 million in fiscal 1998 and 1999. Once the ten-year period has expired, the 1.3 
percent allocation will revert to the general fund. . 


HB 5 also eliminated the 0.63 percent distribution of coal severance tax to the cultural and aesthetic 
(C&A) trust during the 1999 biennium only. The legislature appropriated $3.9 million from the cultural 
trust for the immediate purchase of Virginia City and Nevada City. This appropriation resulted in a loss 
of trust interest revenue that otherwise would have been used to fund C&A projects during the 1999 
biennium. In order to compensate for the lost interest, the legislature allocated 0.87 percent of coal 
severance tax revenue to the C&A projects account and eliminated the 0.63 percent of coal severance 
tax revenue that had been deposited in the cultural trust. The remaining 0.24 percent of coal taxes 
allocated to the C&A project account was previously part of the flow into the general fund. Based on 
revenue estimates in HJR 2, this part of HB 5 resulted in a loss to the general fund of $91,736 and 
$93,195 for fiscal 1998 and 1999, respectively. After the 1999 biennium, similar amounts of coal 
severance tax revenue were diverted from the C&A projects account and again flowed to the general 
fund. 


HB 578 abolished the Montana Board of Science and Technology beginning July 1, 1999. The amount 
of money committed for research and development ($11.1 million) and for seed capital loans ($12.5 
million) was allowed to be disbursed until July 1, 1999. Any money under these caps that has not been 
committed, except for $915,000, was returned to the coal tax trust. The Board continued to provide 
seed capital loans of up to $700,000 to existing seed capital companies until July 1, 1999 or until an 
amount of $915,000 was reached; however, up to $75,000 could have been used for administrative 
expenses. Beginning April 1, 1997, the proceeds from seed capital loans must be deposited in the coal 
tax trust. However, during fiscal 1998, $250,000 of seed capital income, as well as $150,000 of job 
investment loan income, must be used to fund the judges’ retirement system. Also beginning April 1, 
1997, and ending July 1, 1999, up to $2.0 million in income and interest from research and 
development loans at Montana public universities may be granted to research and development (R&D) 
projects at the universities. After July 1, 1999, all repayment proceeds from both seed capital loans 
and R&D loans in excess of $4.4 million must be deposited in the coal severance tax permanent fund. 
The amount of $4.4 million presumably may continue to be loaned out by the Department of Commerce 
under a business investment strategy plan, which must be reported to the Fifty-sixth Legislature. 


1999 Legislative Action 

Beginning July 1, 1999, HB 260 imposed a new coal license tax on the contract sales price coal and 
reduced the coal severance tax liability for coal producers by allowing a credit against the coal 
severance tax in the amount of 101.5 percent of coal license tax liability. Thus, coal producers would 
realize a reduction of 1.5 percent in tax liability on coal production. The total reduction in coal 
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severance tax collections was expected to be $20.7 million in fiscal 2000 and $19.6 million in fiscal 
2001. The new coal license tax was expected to generate $20.4 million in fiscal 2000 and $19.3 million 
in fiscal 2001. The legislation, in combination with HB 69 and SB 220, provided a new distribution of 
coal severance taxes and specified a distribution for the new coal license tax. Under the new 
distribution, none of the coal severance revenue would have been distributed to the permanent trust. 
Instead, 37.5 percent of the reduced coal severance tax revenue stream would have been deposited in 
the treasure state endowment trust fund, and 12.5 percent would have been deposited in a new TSEF 
regional water system account (SB 220). The remaining distribution of the coal severance tax would be 
deposited as under previous law, except that the amount (1.3 percent) to long range building program 
debt service would have been directly deposited in the general fund as per HB 69. Coal severance tax 
revenue deposited in the permanent fund would be reduced by $8.3 million in fiscal 2000 and by $7.9 
million in fiscal 2001. None of the new coal license tax would have been allocated to the permanent 
fund. Coal severance tax revenue deposited in the TSEF would have been reduced by $3.6 million in 
fiscal 2000 and $3.4 million in fiscal 2001. The revenue diversions in the each trust, as well as some of 
the revenue from the new coal license tax, would have been deposited into spendable accounts used 
for ongoing projects and payments associated with infrastructure loans and grants, agricultural seed 
capital, and research and commercialization loans and grants. 


However, on January 20, 2000, the Montana Supreme Court found that HB 260 violated Article IX, 
Section 5, of the Montana Constitution and enjoined enforcement of the new coal producer’s license 
tax. This rendered most of the legislation and appropriations meaningless. The decision did not affect 
the establishment of the research and commercialization expendable trust. Coordination with SB 220 
also was not affected, allowing the establishment of the treasure state endowment regional water 
system trust and the distribution of coal severance tax to the trust and the TSEF remain intact. 


HB 69 eliminated the distribution of coal severance tax revenue to the long range building debt service 
account that was used to pay bonds issued for the purchase of Virginia City and Nevada City property. 
Beginning July 1, 1999, the revenue is deposited in the general fund and the bond service payments 
are made by the general fund. ) 


Beginning July 1, 1999, SB 220 created a new treasure state endowment regional water system fund 
into which is deposited 25 percent of one-half of all coal severance receipts. The other 75 percent of 
one-half of coal severance receipts flows into TSEF. 


2001 Legislative Action 

The Fifty-seventh Legislature in the 2001 session enacted HB 444 that appropriated $990,000 for the 
2003 biennium to the Department of Justice as a loan from the coal severance permanent fund. The 
purpose of the appropriation is to conduct the natural resource damage assessment and litigation and 
to pursue Montana’s remaining natural resource damage claims and any appeals against the Atlantic 
Richfield Company. The resulting loss in transfers of trust interest earnings to the general fund is 
expected to be $17,573 in fiscal 2002 and $52,718 in fiscal 2003. Any reimbursements received must 
be deposited in the coal severance tax permanent fund. The legislation required a three-quarters vote 
of each house of the legislature. _ 


Beginning fiscal 2004, HB 610 reduces the amount of total coal severance tax collections deposited in 
the treasure state endowment fund from 37.5 percent to percent 25.0 percent and increases the 
amount of total collections deposited to the permanent fund from 0 percent to 12.5 percent. These 
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changes will result in greater interest earnings for the general fund and lower interest earnings for the 
Treasure State Endowment Program beginning fiscal 2004. 


In conjunction with HB 41, SB 495 changes the portion of school funding provided by the common 
school trust. The main points of the legislation are: ; 
1. interest and income from the common school trust are deposited to a subfund of the general 
fund called the guarantee account; 
2. the Department of Natural Resources and Conservation is authorized to purchase the mineral 
production rights from the common school trust; 
3. a loan of up to $75 million from the coal severance trust permanent fund will be used to 
purchase the mineral production rights and deposited in the common school trust; 

any mineral royalties from the purchased rights are deposited to the guarantee account; 

5. after principal and interest payments on the loan used to purchase the mineral production rights 
are paid, the remaining money in the guarantee account is available for distribution to school 
districts; and 

6. upon electorate approval of a constitutional amendment (contained in SB 493), the public school 
trust may be invested in private corporate capital stock. 


sp 


Although it is estimated that the cost of the mineral production rights will be $37.4 million, the legislature 
appropriated $75 million from the coal severance permanent fund to be loaned for this purpose. Based 
on a $37.4 million loan from the coal severance permanent fund, the loss of interest earnings that 
would have been deposited to the general fund is estimated to be $2.7 million in each year of the 2003 
biennium. The legislation required a three-quarters vote of each house of the legislature. 


Coal tax revenue flowing into the permanent coal tax trust fund is also used to secure state bonds 
issued to finance water resource development projects and activities. From 1981 (when the legislature 
authorized this bonding program) to the end of fiscal 2001, $147.3 million in water development 
projects throughout the state have been authorized with revenue from these bonds. 


Coal tax revenue is first deposited into the school bond contingency loan fund within the permanent 
coal tax trust fund. The contingency fund provides up to $25.0 million in loan guarantees for school 
district bonds certified by the Department of Administration as meeting certification standards, but for 
which subsequent litigation prevents collection of property taxes levied for debt service. The 
contingency fund has provided backing for $24.6 million in school bonds for 16 schools. The average 
balance in the contingency fund has been slightly more than $2.0 million. 


COMMON SCHOOL TRUST 


Article X, Sections 2 and 3 of the Montana Constitution require that all royalties and other proceeds 
received from school lands granted to the state under the federal enabling act must be deposited in the 
common school trust fund and "shall forever remain inviolate, guaranteed by the state against loss or 
diversion." Article X, Section 5 requires that 95 percent of the interest from this trust be used for school 
equalization, with the remaining 5 percent reinvested in the trust. In addition, 95 percent of all rents, 
royalties, and other income received from leasing of school lands is to be used for public schools with 
the remaining 5 percent invested in the trust. 


During the January 1992 special session, the legislature passed HB 3, which provided that 95 percent 
of the revenue from state timber sales (approximately $4.9 million) be deposited in the SEA during the 
1993 biennium, with the remaining 5 percent deposited in the trust. 
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The 1993 legislature passed HB 652, which continued the practice of diverting 95 percent of timber 
revenue to the SEA during the 1995 biennium. The loss in revenue to the common school trust during 
the 1995 biennium was approximately $9.1 million. HB 667, also passed during the 1993 legislative 
session, continued this practice indefinitely. The loss of revenue to the common school trust during the 
1997 biennium was approximately $9.7 million. 


1995 Legislative Action 

HB 50 made permanent certain provisions regarding the sale of timber on state lands. HB 50 was 
expected to result in additional sales of timber during the 1997 biennium. However, additional costs 
associated with the sale of timber were also expected to be incurred. These costs were deducted from 
timber sale revenues. 


HB 201, passed by the 1995 legislature, required the state to increase timber sales from state lands 
consistent with an annual sustainable yield of 45 million board feet to 55 million board feet, contingent 
on a study to determine the appropriate level of annual sustainable yield. HB 201 capped the amount 
of timber sale revenue deposited in the general fund (formerly the school equalization account, which 
was abolished in SB 83) from the common school trust at an average annual sale value of 18 million 
board feet. Any excess timber sale revenue from the common school trust is to be deposited in the 
general fund, but "earmarked" for deposit in school districts' newly established technology acquisition 
fund to buy technological equipment and provide technical training for school district personnel. 


HB 201 also affected timber sale revenue because it diverted timber sale revenue before it was 
deposited in the general fund to pay for costs associated with increasing timber sales. The total 
revenue effect was expected to be a loss of $1.1 million to the general fund during the 1997 biennium. 


HB 274, passed by the 1995 legislature, granted the Department of State Lands broader discretion to 
expedite sales of state timber in emergency situations and limited access situations. Effective in fiscal 
1996, as a result of the natural resources reorganization bill (SB 234), the forestry function was 
transferred from the Department of State Lands to the Department of Natural Resources and 
Conservation. 


SB 83 de-earmarked all interest from the common school trust and income earned on common school 
lands. Henceforth, these revenues flow into the general fund. 


1997 Legislative Action 

The 1997 legislature passed legislation that impacted the flow of timber revenue into the common 
school trust by appropriating timber revenue for use by the DNRC to enhance timber sales during the 
1999 biennium. The amounts appropriated, $1.2 million and $1.3 million in respective years of the 
biennium, were diverted from the revenue stream before the allocation of 5 percent of revenue to the 
trust. 


House Bill 2 appropriated anticipated timber sale revenue in excess of that associated with 18 million 
board feet for deposition in schools’ technology acquisition funds. The purpose of the fund is to allow 
each district to buy technological equipment and provide technical training for school district personnel. 
The amounts appropriated were $1.5 million in fiscal 1998 and $2.8 million in fiscal 1999, or the amount 
of “excess” revenue in each year, whichever is less. However, no payment was made in fiscal 1999, 
but $3.4 million is expected to be spent during the 2001 biennium. 
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1999 Legislative Action 

SB 48 made significant changes in funding the Trust Land Management Division in the Department of 
Natural Resources and Conservation. The legislation diverted a portion of the following money 
(previously deposited into the corpus of the land trust funds) from ten land trusts administered by the 
department: 1) mineral royalties; 2) the proceeds or income from the sale of easements and timber 
(except timber from public school lands); and 3) 5 percent of the interest and income previously 
credited annually to the public school fund. The money was diverted to a state special revenue account 
to pay costs of administering state trust lands. The legislation provided limitations on the amount of 
diverted revenue and the amount of the appropriations: 1) the diverted revenue was limited to 1-1/8 
percent of the book value balance in each of the nine nonexpendable trust funds on the first day of 
January preceding the new biennium and 10 percent of the previous fiscal year revenue deposited into 
the capitol building land grant trust fund; and 2) appropriations of the money were limited to 1-1/8 
percent of the book value balance in the nine nonexpendable trust funds on the first day of January 
preceding the new biennium and 10 percent of the revenue deposited in the capitol building land grant 
trust fund in the last completed fiscal year prior to the new biennium. In HB 2, the legislature replaced 
$7.1 million of general fund appropriations with state special revenue provided by this legislation. 
Therefore, deposits to land trusts (primarily the Common School Trust) were reduced by $7.1 million 
over the biennium, approximately $3.5 million per year. 


2001 Legislative Action 

Although SB 495 potentially could increase the balance of the common school trust by $75 million due 
to the sale of its mineral production rights, the increase depends on the amount of rights purchased by 
DNRC and the sale price. The fiscal note for SB 495 assumed that the purchase price of the mineral 
production rights would be $37.3 million. Since future royalties from any sold mineral production rights 
would no longer be deposited in the common school trust, the potential exists for a reduction in 
deposits from this revenue source. 


RESOURCE INDEMNITY TRUST 


Article 1X, Section 2 of the Montana Constitution and Title 35, Chapter 38, MCA, require that certain 
resource extraction taxes be placed in a trust. The principal of the resource indemnity trust "shall 
forever remain inviolate in an amount of one hundred million dollars ($100,000,000), guaranteed by the 
state against loss or diversion." Once the principal of the trust reaches $100 million, any additional tax 
revenue may be appropriated. 


During the July 1992 special session, the legislature imposed a one-year surtax on resource indemnity 
tax liability and allocated collections from the surtax to the general fund. During the 1993 legislative 
session, the legislature passed HB 608 which decreased the amount of resource indemnity and 
groundwater assessment (RIGWA) tax proceeds deposited in the trust during the 1995 biennium from 
85.9 percent per year to 55.9 percent, or approximately $5.0 million. The bill further reduced the 
amount of RIGWA tax revenue deposited in the trust to 45.9 percent beginning July 1, 1995. During 
the 1995 session, the legislature replaced a portion of RIGWA tax proceeds with oil and gas tax 
proceeds due to a bill to simplify oil and gas taxes (SB 412). Also, the legislature diverted for other 
purposes the metal mines license tax proceeds that previously were deposited to the trust. 


1997 Legislative Action 

SB 377 reduced the growth rate in the ending fund balance of the RIT trust by diverting $200,000 per 
year from RIGWA tax inflows and 8.5 percent from metalliferous mines license tax revenue to a newly 
created orphan share account. The reduction of inflow into the trust in each year of the biennium as a 
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result of these diversions was $674,000 and $743,000. The orphan share account is used to: 1) fund 
remedial actions on the portion of hazardous waste sites for which there is no responsible party; and 2) 
pay for DEQ transaction costs associated with defending the orphan share proportions. 


1999 Legislative Action 

SB 49 and SB 492 increased the allocation of the RIGWA tax and the RIT share of the oil and gas 
production tax to the RIT. The ending fund balance at the end of the 2001 biennium is expected to 
increase by $162,000 as a result of the legislation. The legislation also eliminated the allocation of 
RIGWA tax revenue to the RIT beginning July 1 of the first year following the date that the governor by 
executive order certifies to the Secretary of State that the RIT balance has reached $100 million. 


2001 Legislative Action 

Revenue estimates adopted by the legislature in HJR 2 show the RIT balance is expected to reach the 
$100 million amount in fiscal 2002. Therefore, there will be no additional revenue deposited in the trust 
beginning fiscal 2003. The revenue estimates also show that there will be an estimated $101.1 million 
in the trust balance by the end of fiscal 2003. Since any additional tax deposits over the $100 million 
may be appropriated by the legislature, the 2001 legislature enacted the following legislation that uses 
all of the excess revenue: 1) SB 326 authorizes the transfer of $500,000 to the noxious weed state 
special revenue account for distribution to counties (the money is appropriated in HB 2); 2) HB 2 
transfers and appropriates $540,000 to purchase securities for water treatment at the former Zortman 
and Landusky mines; and 3) HB 2 transfers and appropriates $120,000 for the Clark Fork River task 
force (established in HB 397). Therefore, it is likely that the trust balance at the end of fiscal 2003 will 
be $100 million. 


TOBACCO SETTLEMENT TRUST 


Due to passage of Montana Constitutional Amendment 35 in November 2000, the legislature is 
required to dedicate not less than 40 percent of tobacco settlement money to a permanent trust fund. 
The remainder of the money is deposited into the general fund. Since the legislature did not pass 
legislation establishing the exact percentage to be deposited to the trust fund, the revenue estimate 
assumes 40 percent. Interest earnings from the trust fund are to be distributed: 1) 90 percent for 
appropriation by the legislature for tobacco related disease prevention programs and state programs 
providing benefits, services, or coverage that are related to the health care needs of the people of 
Montana; and 2) 10 percent to the trust. Money in the trust fund can be spent if approved by two-thirds 
of each house of the legislature. Appropriations of principal, income, or interest from the trust fund 
cannot be used to replace state or federal money used to fund tobacco disease prevention programs 
that existed on December 31, 1999. 


Montana receives revenue as a settling party to a Master Settlement Agreement with four original 
tobacco companies and 24 subsequent companies to end a four-year legal battle with 46 states, Puerto 
Rico, American Samoa, the U.S. Virgin Islands, the North Mariana Island, Guam and the District of 
Columbia (52 total settling entities). Montana is eligible for four types of payments: 1) reimbursement 
for legal costs (received December 1999); 2) five initial payments (Two were received in fiscal 2000. 
One each year is expected in fiscal 2001, 2002, and 2003); 3) on-going annual payments; and 4) 
strategic contribution payments (from fiscal 2008 through 2017). The Master Settlement Agreement 
places no restrictions on how the money is to be spent. 


The total amount of tobacco settlement funds available to Montana may be affected by a number of 
adjustments, but the two most important ones are the adjustments for inflation and volume of cigarettes 
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shipped nationally. The amount of Montana’s share will increase if inflation is positive, but will 
decrease if the number of cigarettes shipped nationally decreases. 


The 2001 legislature enacted SB 129 that established a Montana tobacco settlement non-expendable 
trust fund to implement Article XII, Section 4, of the Montana Constitution. The legislation also provided 
criteria to govern the purposes for which the interest, income, and principal of the trust may be 
appropriated. It did not establish a statutory percentage of the tobacco settlement dedicated for deposit 
in the trust fund. 


STATUTORY TRUSTS 


EDUCATION TRUST 


From fiscal years 1976 through 1986, a portion of the revenue from the coal severance tax was 
allocated to an education trust for the support of education. The legislature appropriated the corpus of 
this trust to the school equalization account during the period of fiscal 1987 through 1990. Since fiscal 
1990, the education trust has not received revenue from any source and its balance is zero. 


PARKS ACQUISITION/ARTS PROTECTION TRUST 


During most of the last 20 years, a portion of the coal severance tax has been earmarked for the parks 
acquisition trust. During the late 1980s, the flow of revenue into this account was diverted to the 
general fund. However, the principal began to increase again in fiscal 1990. Prior to fiscal 1992, two- 
thirds of the interest from this trust was statutorily allocated for acquisition and operation of state parks, 
and one-third was allocated for protection of works of art in the state capitol and other cultural and 
aesthetics projects. 


The 1991 legislature split the principal of this trust into two separate trusts: a parks acquisition trust and 
an arts protection trust. During the 1993 biennium, the coal tax revenue that would have flowed into the 
parks acquisition trust (1.267 percent) was spent for maintenance of parks and historic sites, along with 
the interest from the trust. HB 687, passed during the 1993 legislative session, continued this practice 
for the 1995 biennium, allocating $1.6 million from the trust to current operations. In the 1997 
biennium, the coal tax revenue allocation was again deposited in the trust. SB 27, passed by the 1995 
legislature, increased the allocation to the parks acquisition trust from 1.267 percent to 1.270 percent. 


In fiscal 1992, 0.633 percent of coal severance tax revenues was deposited in the arts protection trust, 
with the trust interest continuing to be used for protection of works of art and for cultural and aesthetics 
projects. During the January 1992 special session, the legislature diverted a portion of the revenue that 
would have flowed into the arts protection trust in fiscal 1993 to fund the operations of the Montana Arts 
Council. Beginning in fiscal 1994, these revenues were again deposited in the trust. SB 27, passed by 
the 1995 legislature, decreased the allocation to the arts trust from 0.633 percent to 0.630 percent. 


1997 Legislative Action 

The 1997 legislature amended the allocation of coal severance taxes under Section 15-35-108, MCA. 
HB 5 eliminated the 0.63 percent distribution of coal severance tax to the cultural and aesthetic trust 
during the 1999 biennium only. The legislature appropriated $3.9 million from the cultural trust for the 
immediate purchase of the Virginia City and Nevada City. This appropriation resulted in a loss of trust 
interest revenue that otherwise would be used to fund C&A projects in the state during the 1999 
biennium. In order to compensate for the lost interest, the legislature allocated 0.87 percent of coal 


Legislative Fiscal Report 2003 Biennium 158 Legislative Fiscal Division 


General Reference Trust Funds 





severance tax revenue to the C&A projects account, and eliminated the 0.63 percent of coal severance 
tax revenue that had been deposited in the cultural trust. The remaining 0.24 percent of coal taxes 
allocated to the C&A project account was previously part of the flow into the general fund. After the 
1999 biennium, similar amounts of coal severance tax revenue were diverted from the C&A projects 
account and again flowed to the general fund. 


1999 Legislative Action 

HB 260, HB 69, and SB 220 reduced coal severance tax revenue and replaced it with coal license tax 
revenue. The aim of the legislation was to hold the revenue flow into the arts and parks trusts as under 
current law. However, the arts and parks trusts lost around $25,000 over the biennium. 


However, the January 20, 2000 decision of the Montana Supreme Court that found HB 260 violated 
Article IX, Section 5, of the Montana Constitution rendered the above changes meaningless. 


Noxious WEED MANAGEMENT TRUST 


During the period fiscal 1986 through 1992, at least one-half of the collections from a 1 percent 
surcharge on the retail sale of herbicides was deposited in the noxious weed management trust fund. 
The remaining collections were spent for weed control grants. The interest earned on the trust is 
retained in the trust. After the principal of the trust reached $2.5 million in fiscal 1992, all herbicide 
surcharge collections and the interest earned on the trust became available for weed control grants. 


1995 Legislative Action 

SB 321, passed by the 1995 Legislature, increased the amount of the gasoline tax revenue allocated to 
the snowmobile account from 23/64 of one percent to 15/28 of one percent. Beginning in fiscal 1996, 
one percent of the amount deposited in the snowmobile account is deposited in the Montana noxious 
weed control trust administered by the Department of Agriculture. 


1999 Legislative Action 

For the 2001 biennium, SB 164 transferred $1.125 million per year to the noxious weed trust from the 
highway non-restricted account in 15-70-125, MCA. As a result, the ending fund balance in the trust 
will almost double by June 30, 2002. 
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